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T r a n s c r i p t  of  F e d e r a l  Open Market Committee Meet ing
of August 18,  1987 

MR.  JOHNSON. I n  t h e  absence  of  t h e  Vice Chairman of  t h e  
FOMC, I ’ l l  t r y  t o  k i c k  t h i n g s  o f f .  I t h i n k  w e  need t o  b e g i n ,  though.
w i t h  nomina t ions  f o r  t h e  cha i rmansh ip  of t h e  FOMC. And I ’ d  l i k e  t o  
nominate  Mr. Greenspan a s  Chairman o f  t h e  FOMC. 

MS. SEGER. And I ’ d  l i k e  t o  second.  

MR. JOHNSON. Are t h e r e  any o b j e c t i o n s ?  [ L a u g h t e r . ]  M r  
Chairman. 

CHAIRMAN GREENSPAN. That  was a l o n g e r  pause t h a n  I e x p e c t e d .  
[Laugh te r . ]  I ’ d  l i k e  t o  e n t e r t a i n  a motion t o  move t h e  m i n u t e s .  

MS. SEGER. I ’ l l  move t h a t .  

CHAIRMAN GREENSPAN. If t h e r e  a r e  no o b j e c t i o n s ,  t h e n  t h e y  
a r e  approved .  Mr. C r o s s .  

MR. CROSS.  [ S t a t e m e n t - - s e e  Appendix.]  

CHAIRMAN GREENSPAN. Comments anyone? 

MR. JOHNSON, I have o n e ,  M r .  Chairman. I was l o o k i n g  t h i s  
morning a t  t h e  T e l e r a t e .  A l o t  o f  t h e  r e a s o n s  g iven  on t h e  d o l l a r ’ s  
d e c l i n e  a r e  t h a t  o i l  t r a d e d  down y e s t e r d a y  and o i l  p r i c e s  a r e  d ropp ing  
t h i s  morning i n  f o r e i g n  m a r k e t s .  And I wonder how much o f  an 
i n f l u e n c e  t h a t  i s  hav ing  on t h e  exchange r a t e  t o o :  it seems t o  move i n  
p a r a l l e l  f a s h i o n .  

MR. CROSS. I t  h a s  been  mentioned t h a t  o i l  p r i c e s  have  
c l e a r l y  s o f t e n e d .  T h i s  morning’s  p r i c e  i s  a lmos t  h a l f  a d o l l a r  below 
what it was y e s t e r d a y  and i t ’ s  a lmos t  a d o l l a r  below where it was a 
week o r  so  ago.  T h i s  h a s  been c i t e d  a s  a n o t h e r  f a c t o r .  Most of t h e  
peop le  t h a t  our  t r a d e r s  have been t a l k i n g  t o  seem t o  t h i n k  t h a t  
t o d a y ’ s  d e c l i n e  i n  t h e  d o l l a r  i s  perhaps  r e l a t e d  t o  t h a t ,  i n  p a r t .  b u t  
a f t e r  t h e  i n i t i a l  impact  o f  t h e  d e c l i n e ,  it seems t o  be more a 
r e f l e c t i o n  o f  r a t h e r  s o u r  t r a d e  f i g u r e s .  Yes t e rday  i n  New York, i n  
t h e  l a t t e r  p a r t  o f  t h e  a f t e r n o o n .  t h e  d o l l a r  began t o  s o f t e n  w i t h o u t  
a n y t h i n g  v e r y  d r a m a t i c  happening:  it was j u s t  g r a d u a l l y  d e c l i n i n g .
And we a r e  t o l d  t h a t  t h e  Japanese  a r e  s a y i n g  t h a t  when t h e i r  marke t s  
opened,  t h e y  began t o  t h i n k  t h a t  maybe t h e y  shou ld  c u t  some of t h e i r  
p o s i t i o n s ,  s o  t h e r e  was some s e l l i n g  b o t h  i n  Japan  and i n  Europe
s u b s e q u e n t l y ,  which b rough t  us  down t o  c u r r e n t  l e v e l s .  I t ’ s  p o s s i b l e
t h a t  o i l  p r i c e s  a r e  now a f a c t o r  b u t  more t a l k  seems t o  be  g iven  t o  
t h i s  g e n e r a l  a t t i t u d e  r e s u l t i n g  from t h e  c o n t i n u i n g  s e r i o u s  problem
w i t h  t h e  t r a d e  d e f i c i t  and t h e  l a r g e r  number announced on F r i d a y .  

CHAIRMAN GREENSPAN. To what e x t e n t  i s  t h e  g e n e r a l  a p p a r e n t
r e d u c t i o n  of t e n s i o n s  i n  t h e  P e r s i a n  G u l f .  which w a s  o b v i o u s l y  t h e  
c a u s e  o f  t h e  d e c l i n e  i n  t h e  o i l  p r i c e ,  a c t u a l l y  t h e  cause  o f  t h i s  
r e t r enchmen t?  I n  o t h e r  words.  p e r i o d i c a l l y .  when we s e e  t e n s i o n s  i n  
t h e  w o r l d ,  everyone  r u s h e s  i n t o  t h e  d o l l a r :  and ,  it l o o k s  t o  me a s  i f  
we a r e  j u s t  u n r a v e l l i n g  t h a t  p a r t i c u l a r  p o s i t i o n .  I t  s t r i k e s  m e  a s  
r a t h e r  d i f f i c u l t  t o  b e l i e v e  t h a t  t h e r e  i s  a secondary  r e a c t i o n  t o  a 
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published news event. Is it possible that the markets are just easing

because of the decline in tensions, and people are just reaching for 

explanations of this sort? Or is there some reason to believe that 

it’s really more than that and that there has actually been some 

Japanese reevaluation. rather than this view being just somebody’s

hypothesis. 


MR. CROSS. Really, we don’t have enough evidence, other than 
what people are telling us. When the Middle East tensions flared up
here a couple of weeks ago, it was hard for us to see why that, in 
itself, should have caused the dollar to go up so rapidly. We saw 
some increase in [the price of] gold, but it came back down. We did 
not see evidence that it was lots of [unintelligible] flows. It could 
be that there is a kind of writing down of the dollar in light of the 
somewhat less troublesome situation in the Middle East. But we don’t 
see much evidence of a lot of movement from this back and forth which 
would lead to that conclusion: it’s possible that people’s attitudes 
are influenced by it and. therefore, they are changing their views 
about what is the proper level for the dollar. to some extent. It is 
pretty much a matter of guessing. 

CHAIRMAN GREENSPAN. What happened to the DM this morning? 


MR. CROSS. Well, the dollar fell in terms of both the DM and 

the yen. It’s now trading at about 1.85-1/4 DM and 147-114 yen. So 

it has declined about 3-1/2 percent. I guess, from the levels 

prevailing toward the end of last week before the trade figures were 

announced and whatever has happened that relates to them. It’s a 

substantial move. 


MR. PARRY. What about in relation to sterling? 


MR. CROSS. I don’t have the sterling quote today. But 
sterling has been under its own pressure because of the 
[unintelligible]. 

MR. PARRY. That may indicate whether or not it is related to 

oil. 


MR. CROSS. Well. sterling sometimes acts like a petro­

currency and sometimes it doesn’t. You can’t rely on it reflecting

what happens in the Middle East. Well, sterling is up to 1.60-1.65. 


MR. PARRY. That’s not oil. 


MR. CROSS. But it should not move that way if you followed 

the hypothesis. 


MR. PARRY. That’s right. 


CHAIRMAN GREENSPAN. Anything else? May I have a motion to 

ratify Mr. Cross’ actions? 


VICE CHAIRMAN CORRIGAN. So move. 

CHAIRMAN GREENSPAN. Without objection, they’re approved.

Mr. Sternlight. 
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MR. STERNLIGHT. Thank you. Mr. Chairman. [Statement--see
Appendix.I 

MR. JOHNSON. Mr. Chairman, I’d like to second that 

recommendation for the additional amount. 


CHAIRMAN GREENSPAN. Why don’t we hold that until we get
through the total discussion of Mr. Sternlight’s remarks. We’ll go to 
that later. 

MR. FORRESTAL. Peter, in light of the increase in Japanese

interest rates, have you detected a decline in Japanese participation

in either the debt or equity markets? 


MR. STERNLIGHT. At times. there certainly did seem to be an 

abatement in their interest in the debt market: as for the equity

market, we are continuing to hear that they are pretty active. And 

they have certainly continued to participate in Treasury auctions: in 

this last auction they were there in the 10- and 30-year issues. As 

for purchases in the secondary markets, at times over the period we 

were hearing of some pulling away from buying in our market as their 

own rates were pushing higher. 


MR. HELLER. Can I follow up on that one? Both in Germany
and Japan, do you see the run-up in rates as mainly a result o f  policy
actions taken or do you see it as a result of general economic 
conditions in the country changing? 

MR. STERNLIGHT. Well. Sam Cross or Ted Truman might be in a 

better position to comment. At least as it was passed along to me, I 

got a sense that it was a bit more of the policy move type of thing. 


MR. CROSS. In Japan. the short-term rates haven’t changed:
the long-term rates have gone up sharply. It seems to be a little 
element of both of the factors that you talked about. Certainly. the 
market forces led to a substantial increase in their longer-term rates 
and they have been quite concerned about the vulnerability of their 
financial situation given the stock market rise, the increase in real 
estate prices, and so forth. They also have allowed changes in some 
of these rates, like the long-term prime: they tell us they are 
resisting this. but at the end of the day it is clear that the long-
term rates have gone up substantially. In Germany, I think there has 
been a little snugging, but again. it is hard to say how much, because 
there have been some other things going on. 

MR. TRUMAN. I don’t have anything to add to Mr. Cross’ 
comments. 

CHAIRMAN GREENSPAN. Further comments? 


MR. JOHNSON. Peter, on your concerns about September: Are 

we anticipating. or is the Treasury anticipating, a cash balance 

problem? 


MR. STERNLIGHT. We are anticipating a sizable buildup. I 
wouldn’t say it’s an unmeetable problem at this stage. I don’t think 
we’ll approach the record levels that we had last April when their 
total balance got up to $ 5 4  billion or so, and the balance at the Fed 
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was $30 billion. I think their total balance could get up to the $40-
S O  billion range and that could put the balance at the Fed somewhere 
at $25 billion, or something like that. It could be a substantial 
reserve-draining factor. 

CHAIRMAN GREENSPAN. Anything else? I need ratification of 

two items. First, I’ll entertain a motion to ratify the open market 

transactions since the July meeting. 


VICE CHAIRMAN CORRIGAN. So move, 


CHAIRMAN GREENSPAN. Any objections? Secondly, we need 

another motion to approve the increase in intermeeting leeway. 


VICE CHAIRMAN CORRIGAN. I move on that. 


MS. SEGER. I second that. 


MR. ANGELL. I guess the question is: Why not ask for enough?

If $10 billion might not do it, why not ask for $12 billion? 


MR. STERNLIGHT. Well, I considered that. But for almost any

number I would pick, Governor, I could imagine circumstances that 

would take it a little beyond that. So, I’m picking what I think 

might well do it, but I just want to put the Committee on notice that 

it could conceivably come in beyond that. If I presented $12 billion,

I’d like to feel more confidence than I can feel at this stage of 

[unintelligible1 . 

MR. ANGELL. My question is: Is there any real danger of 

erring on the side of having too much leeway to be able to manage the 

account the way we want to manage it? 


MR. STERNLIGHT. I wouldn’t see it as a danger. I think it 

may just be that the Committee would want to keep close to the 

situation and realize that if some even larger increase were needed,

you’d like to be informed in some formal manner and have a chance to 

note that. 


CHAIRMAN GREENSPAN. Governor Angel1 is raising the right

question. This is an extraordinary circumstance. If it happens, I 

don’t think there’s any reason not to expand it. so why don’t we 

increase it--whatdid you want?--to$12 billion. 


MR. STERNLIGHT. As best our projections look. 


CHAIRMAN GREENSPAN. Give us a number which you sleep well 
with. 

MR. STERNLIGHT. I was shrinking from that, Mr. Chairman. 

because I just did not have that degree of confidence, but I’ll stick 

my neck out at $12 billion. 


CHAIRMAN GREENSPAN. This is a technical problem which does 

not confront the Committee very often. 
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MR. STERNLIGHT. It does get published and people will look 

at it and say: "Gosh, did they really think it was going to go that 

high?" 


MR. ANGELL. And I guess the answer is yes. [Laughter.] 


MR. JOHNSON. The answer is. we want to be prepared if it 

does. 


MR. GUFFEY. It is a simple matter, however, to get that 

authority by wire if the need exists. 


MR. STERNLIGHT. There has never been any difficulty in 

getting the authority as we needed it, if a situation arose. 


MR. ANGELL. Do you want to formally recommend? 


CHAIRMAN GREENSPAN. We have to formally change the motion. 

Was it Jerry Corrigan who made the wrong motion? [Laughter.] 


VICE CHAIRMAN CORRIGAN. I think I can make it $12 billion. 

[Laughter.I 

CHAIRMAN GREENSPAN. I assume it is approved. Thank you.

Mr. Prell. 


MR. PRELL. [Statement--seeAppendix.] 


MR. PARRY. I have two questions about the forecast. If you 

were to take another look at your forecast for the third quarter-.

incorporating the most recent data with regard to employment, retail 

sales, and production--do you think the number you'd come up with 

would be higher? And is it possible that the weakest quarter of the 

year, in fact. could turn out to be the second quarter? 


MR. PRELL. Well, we won't know for sure what the second 

quarter looked like even in next week's numbers. At this point. the 

incoming expenditure flow numbers don't point clearly to an upward or 

a downward revision. For the third quarter, I suppose if we were to 

recalculate today, our best guess is that our number would be 

fractionally higher: I would say that it would not necessarily differ 

significantly from the second quarter. But, just on the basis of the 

retail sales data, we could see a number that would be closer to 3 

percent. 


MR. PARRY. My second question involves inflation. You have 

a very sharp drop-off. as you did last month, in the second half's 

inflation rate in terms of the GNP fixed-weight deflator. It seems a 

little surprising to me, particularly given the revisions to GNP data 

that we saw in the last month and also the somewhat brighter glow to 

the economic statistics. I'm not sure I understand what's causing

that. 


MR. PRELL. Well. if we dissect the forecast, the 

deceleration is primarily in the consumption area and, in part, that 

reflects better food prices, as I noted. And. unless something goes

seriously awry, the increase in energy prices in the second half will 

be distinctly slower than in the first half. We may get a little 
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bulge in the near term, but for the second half as a whole, we are 

expecting considerable slowing. Also. we have been moderately

encouraged by the trend in the non-energy services area for consumer 

expenditures: it seems to have decelerated a bit over the last 6-12 

months, so that has carried through for a little while longer in our 

forecast. 


MR. PARRY. But you have more than a doubling of the growth 

rate of PCE, and final sales are up very substantially in the third 

quarter. 


MR. PRELL. Of course, part of that surge in consumption

expenditures--and certainly a large part--isin the automobile area 

where, to get that surge. they’re going to have to give some 

concessions in the way of lower interest rates or a more generous

rebate program. 


MR. BOEHNE. I’d like to explore a couple of areas. You made 
the point that 6 percent unemployment, more or less, is getting into 
the kind of full employment zone where you start to get inflation 
pressures. It seems to me that as you look across the country. and 
even within regions, there is such a variability of unemployment rates 
that this average can be awfully misleading. Take my District. for 
example. We have a number of areas where the unemployment rate is 
around 3 percent. We also have a few areas where the unemployment 
rate is 8 percent. And I would guess that across the country. you
would find unemployment ranges from 3 percent to, maybe, 10 or 12 
percent. Doesn’t a lot depend on where the additional growth comes 
from? For example, we‘re going to see the growth coming in 
manufacturing. Does that 6 percent mean what you would think it would 
mean, on average? It seems to me that is the kind analysis which. 
while it has an appeal, is greatly oversimplified. given rhe 
variability. That is one area you might talk about. 

MR. PRELL. Well, I did try to highlight some of the 

geographic disparities in the chart show [presentation to the 

Committee1 last month, where I showed that, regionally, the 

unemployment rates are substantially different and we have been seeing

different wage trends. Clearly, the Northeast is the area where the 

average unemployment rate has been distinctly lower, and we have not 

been seeing the wage deceleration, judging by the employment cost 

index. for example, over the past couple of years. Historically.

obviously, the economy has never been perfectly level. We try to 

compress this into one statistic. but there are always disparities in 

unemployment rate levels. At the present time, the disparity might be 

a little greater than it typically has been. But, when you get into 

the question of where the pressure points are going to be, this is 

hard to say. Clearly, there is some slack in some of the prime heavy

industry areas of the country. On the other hand, some of the 

industries that may benefit from the improvement in trade are located 

in areas of the country where the labor markets are a little tighter.

For example, some industries in the Northeast will probably be 

benefitting from increased competitiveness. We approach rhis question

with a degree of humility. We can’t state precisely what the natural 

rate of unemployment is: we assign a fairly broad band, and we 

recognize that the question of bottlenecks or fortuitous precise

matching of the increase in demand to the areas that have the most 

slack could create some variation in those spots. Basically, though, 
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we think the anecdotal evidence is there. It’s sort of a Sports

Illustrated story: Once you’re on the cover. it’s the kiss of death. 

The Business Week type of headline that we are now in a crunch is 

overblown a bit. We have a sense that the labor market has tightened.

though we have not seen the pressures on wages in--


MR. BOEHNE. The other area I’d like to explore is the trade 

numbers. You made the point that. in the forecast. we count on 

improvement in foreign demand to more than offset the weaker domestic 

demand. And yet. if we’re moving sideways in terms of real exports-­

in a context of weak activity in Germany and real doubts in Japan--how

does all that fit together? How do you get a boost from the foreign

side when real net exports are moving sideways and you have weakness? 


MR. TRUMAN. In nominal terms, you have a slight weakness. We 
are expecting, after all. that in the translation that you go through. 
we will end up later this month with a trade balance for the second 
quarter which is essentially the same, in nominal terms. as we had in 
the first quarter. But you would still have some small improvement in 
the second quarter in real terms on top of improvements in both the 
first quarter and the fourth quarter [of last year]. Basically. the 
effect of the sustained period of exchange rate depreciation that we 
have had, despite the slower growth abroad which you quite correctly
point to, is now giving an added boost: in fact, it’s striking
something off. 

MR. BOEHNE. So you expect the improvement in real net 
exports to continue. Is that--

MR. TRUMAN. That is correct. 


MR. PARRY. Not in the third quarter. 


MR. TRUMAN. In the third quarter, we think we’re going to 

have this special effect with the oil-- 


MR. BOEHNE. But out beyond that? 


MR. TRUMAN. Beyond that, we expect essentially the same 
forecast as this time--mostof it accounted for by the exchange rate 
depreciation, taking account of the weak growth abroad. 

MR. MORRIS. I have a gut feeling that the economy in the 
last half of this year and going into 1 9 8 8  is going to be stronger
than we have projected, and I’ve been examining numbers trying to 
figure out where the greater strength will come from. It seems to me 
that it could well be from the producer durable equipment sector where 
you show a continued rise in manufacturing capacity utilization 
throughout the period. In recent months, we’ve seen a very strong
trend in new orders for capital goods. Yet in your projection. after 
the current quarter, you show only a very modest growth rate. Do you
view this as an area of vulnerability in your forecast? 

MR. PRELL. I think if we were to identify the areas in 

which we would be most likely to get some upside surprises, that is 

one. Our forecast for this year for nominal business fixed investment 

continues to be below what the surveys were indicating a few months 

ago, and it’s clear that orders are picking up. Basically, we have a 
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forecast, though, that seems in line with historical patterns, giving
consideration to the cost of capital and what presumably would be a 
rather modest accelerator effect here. We don’t have output growth on 
the whole as all that strong, so we have a moderate increase in fixed 
investment. But that certainly is one of the areas where a surprise
would be less shocking to u s .  

CHAIRMAN GREENSPAN. Governor Seger. 


MS. SEGER. I guess I just want you to play a “what if” game
with me. With respect to oil prices--I’mnot an expert on foreign
affairs or any kind of affairs--but the disruption in the Persian 
Gulf, I think, definitely has had an impact on oil prices, as you
mentioned earlier. But what if they sweep the mines away and the 
tensions are relieved. Then. if we were to see oil prices coming
down, let’s say, to $15 or $ 1 6  per barrel--that’snot my estimate, 
just assume that would happen--whatwould that kind of change in this 
one factor do to your overall forecast? It just seemed to me, as I 
read through this material a number of times. that the high oil 
prices. and rising oil prices, were driving many of our concerns on 
the forecast over the rest of this year and into next year. 

MR. PRELL. If I may turn briefly to Mr. Morris’ question, 

one thing that we’ve had in our minds as a sort of cautionary note on 

these orders figures and so on, is that we can’t tell how much of that 

might be potential exports: so, at this point those numbers need to be 

read cautiously. Our view on the oil situation, as I tried to 

suggest, is that we could see a downside risk. Evidently, there has 

been a considerable move to stockpile oil. If we get into another one 

of these swings where there’s a movement toward destocking. and the 

OPEC swing producers don’t cut back promptly enough, we could see at 

least a temporary drop in crude oil prices, maybe to an even lower 

level than you’ve suggested. But, basically, we think we have 

perceived, since the end of last year. a reasonable enough coherence 

in the OPEC countries in containing production within levels that 

enable them to sustain prices at their target level. So we tend to 

think that any crunch is likely to be relatively short-lived and 

would, perhaps, introduce some [unintelligible] in prices of final 

products. petroleum products. But we would be quite surprised to see 

something that was permanent enough to produce a significantly lower 

trend in energy prices over the forecast horizon. 


MR. TRUMAN. Governor Seger. we have not raised our oil price

assumption for next year: in fact, it’s the same one we had in 

February. So, in some sense, you have to have some drawback in order 

for our forecast to be correct. Obviously, there are some risks: we 

were talking about the risk that the OPEC agreement that they made 

late last year would fall apart and that-­


MS. SEGER. I think there’s no honor among thieves. As those 

prices rise, I think those people are going to be more and more 

tempted to cheat. and they will continue to cheat. They’re cheating 

now in that they’re exceeding their own quotas--onesthat they set 

among themselves. I guess I’m not prepared to think that they’ll get

religion real quickly. 


MR. TRUMAN. Well, that’s one of the reasons why you’re

damned if you do, and damned if you don’t; it’s one of the reasons why 
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w e  had e s s e n t i a l l y  s t u c k  w i t h  an assumpt ion  t h a t  was c l o s e  t o  what 
t h e y  were t a r g e t i n g  s i x  o r  e i g h t  months ago.  What w i l l  come o u t  ove r  
t h i s  f o r e c a s t  p e r i o d .  n o t  c e r t a i n l y  t h a t  t h e r e  was c h e a t i n g  among-- .
The r e a l  i s s u e  h a s  t o  do w i t h  t h e  behav io r  of t h e  key p r o d u c e r s  i n  t h e  
Gulf r e g i o n - - [ w h e t h e r ]  Saudi  A r a b i a ,  j u s t  a s  it i s  now p roduc ing  more 
o i l .  w i l l  c u t  back  s u f f i c i e n t l y  t o  s u s t a i n  t h e  p r i c e  a t  someth ing  l i k e  
$18 a b a r r e l .  One o f  t h e  f a c t o r s  which i s  [ u n i n t e l l i g i b l e ]  p r o d u c t i o n  
ove r  t h i s  p e r i o d  more t h a n  i s  n e c e s s a r y  t o  t a k e  of f  b e i n g  d r i v e n  by 
t h e  s t o c k p i l i n g .  

CHAIRMAN GREENSPAN. I t h i n k  t h a t  t h e  S a u d i s  a r e  a s e l f -
c o r r e c t i n g  mechanism because  t h e y  have m a i n t a i n e d  t h a t  p o s t e d  $18 a 
b a r r e l  l i g h t  Arab ian  c r u d e  p r i c e ,  and i f  t h e  s p o t  p r i c e  goes  under  i t ,  
t h e i r  l i f t i n g s  w i l l  f a l l ,  because  no one i s  go ing  t o  pay $18 if t h e  
s p o t  i s  $ 1 7 - 1 / 2 .  S o ,  i t ’ s  a s o r t  of s e l f - c o r r e c t i n g  mechanism. which 
worked i n  t h e  v e r y  b e g i n n i n g s  o f  t h i s .  And I t h i n k  t h a t ’ s  one o f  t h e  
r e a s o n s  t h e  c h e a t i n g  i s  r e a l l y  an i s s u e  and was r e l e v a n t  t o  b r i n g i n g
c rude  p r i c e  f rom,  s a y ,  $22 a b a r r e l  down t o  $18. But t h e  S a u d i s  have 
demons t r a t ed  t h a t  t h e y  can l o c k  t h e  p r i c e  a t  t h a t  l e v e l .  

MR. PRELL. M r .  Chairman, of c o u r s e ,  [ u n i n t e l l i g i b l e ] .  
Governor S e g e r ,  i f  you wanted t o  a d j u s t  your  t h i n k i n g  on t h i s  i n  t e r m s  
of o u r  r u l e - ­

MS. SEGER. T h a t ’ s  n o t  my f o r e c a s t  

MR. PRELL. But i n  t e r m s  of our  r u l e - o f - t h u m b ,  $ 5  a b a r r e l  i s  
wor th  someth ing  l i k e  a p e r c e n t a g e  p o i n t  on t h e  C P I  ove r  t h e  c o u r s e  of 
t h e  y e a r ,  and s i g n i f i c a n t l y  l e s s  t h a n  t h a t ,  o b v i o u s l y ,  i n  GNP p r i c e s ,  
i n  domes t i c  o u t p u t  p r i c e s .  

MS. SEGER. Wouldn’t t h a t  a l s o  h e l p  our  t r a d e  b a l a n c e ?  
Again ,  it seems t o  m e  t h a t  t h e  h i g h e r  p r i c e  of  o i l  t h a t  w e  a r e  
i m p o r t i n g  h a s  been a n e g a t i v e .  I would assume t h a t  t h a t  would c u t  
c u r r e n t  d o l l a r  i m p o r t s ,  anyway, i f  n o t h i n g  e l s e  changed.  

MR. TRUMAN. In  t h e  s h o r t  r u n ,  I t h i n k  i t ’ s  go ing  t o  be  t h e  
o t h e r  way. 

CHAIRMAN GREENSPAN. P r e s i d e n t  Guffey .  

MR. GUFFEY. Thank you,  Mr. Chairman. L e t  m e  comment t h a t  I 
t h i n k  o u r  f o r e c a s t  p a r a l l e l s  t h e  f o r e c a s t  t h a t  a p p e a r s  i n  t h e  
Greenbook t h i s  t i m e .  But a q u e s t i o n ,  I guess  t o  Mike: With r e g a r d  t o  
t h e  r e a l l y  s h a r p  swing t h a t  you have  between the  t h i r d  and f o u r t h  
q u a r t e r s  i n  p e r s o n a l  consumption e x p e n d i t u r e s ,  and t h e  r e s u l t i n g
b u i l d u p  i n  i n v e n t o r i e s ,  which we have somewhat [ u n i n t e l l i g i b l e ]  f o r  
t h e  p e r i o d  a h e a d ,  i s  t h a t  i n  your  f o r e c a s t  t o t a l l y  a s  a r e s u l t  of  t h e  
a u t o  s a l e s  p i c t u r e  t h a t  you’ve  d e s c r i b e d ?  

MR. PRELL. E f f e c t i v e l y .  

MR. GUFFEY. No o t h e r  f a c t o r s - .  

MR. PRELL. T h a t ’ s  t h e  key f a c t o r .  

MR.  GUFFEY. The o t h e r  q u e s t i o n  I would pose  h a s  t o  do w i t h  
your  o u t l o o k  on i n f l a t i o n  and your  r a t h e r  s h a r p  jump i n  t h e  u n i t  l a b o r  
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cost that appears between the third and fourth quarters and continues 
on out through the projected period. It’s my impression. at least. 
that other than the autos that come up in September, the union-labor 
negotiations [calendar] is very thin. and we can’t see where you’re
getting that kind of a jump in the output. the decrease in 
productivity. and so forth. 

MR. PRELL. Well, maybe we didn’t successfully answer this. 
but the productivity numbers are being bounced around by our 
expectation of what the timing of Labor Day will do to the hours 
numbers in September. We feel that this is a sound enough arithmetic 
point, in terms of our understanding of how the data have run over the 
years. We have a very low September level in these numbers, which 
affects the average level of hours in the fourth quarter: so we have 
this gyration of 2 percent growth in productivity in the third quarter
going down to 1/2 percent in the fourth. On the compensation side. we 
have the beginnings of an acceleration in compensation over the second 
half of this year, but there isn’t a big third- to fourth-quarter
jump: the big jump there is in the first quarter next year when higher
payroll taxes take effect. 

CHAIRMAN GREENSPAN. President Stern. 


MR. STERN. We.have already touched on this. but have you
done some analysis of the impact of higher energy prices on the 
acceleration in inflation we have seen so far this year? 

MR. PRELL. Well, I’m not sure what kind of analysis you have 
in mind. It’s clear that it has been a very significant factor. For  
the year as a whole. we have energy prices contributing 2 - 1 / 4  percent,
roughly, to the acceleration in the prices of consumption and 
investment goods. It’s clear, though, that the first-half 
acceleration in consumer prices is largely in energy prices: food 
prices haven’t done so well, but that’s a rather small contributor to 
the first-half acceleration: it’s primarily energy prices. 

CHAIRMAN GREENSPAN. President Melzer. 


MR. MELZER. Mike. I wanted to ask about short- and 

intermediate-term business demand. How do you conceptualize the 

slowdown that is occurring there? How would you explain that? 


MR. PRELL. Short- and intermediate-term business credit? 


MR. MELZER. Yes. 


MR. PRELL. Well. part of it, we think, is the move to 
longer-term financing after we had an interruption of the flow, so to 
speak. when rates backed up earlier this spring. The rates came down 
a little. and maybe [unintelligible] corporate treasurers began to 
think that they shouldn’t be waiting for still more decline. They 
seem to have come to market in significant size. As best we can sort 
these things out. that’s the one thing we can put our finger on that 
the data would seem to support very clearly. We don’t see it as 
reflecting a sudden drop-off in inventory accumulation, for example:
the data just don’t show that. 

CHAIRMAN GREENSPAN. Governor Heller. 
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MR. HELLER. Michae l ,  i n  t h e  f e d e r a l  d e f i c i t  r e d u c t i o n  t o  
$123 b i l l i o n  t h a t  t h e  A d m i n i s t r a t i o n  i s  p r o j e c t i n g ,  can  you p r o v i d e  us 
w i t h  more d e t a i l s ?  Is it main ly  on t h e  e x p e n d i t u r e  s i d e  o r  t h e  
revenue s i d e ?  

MR. PRELL. I h a v e n ’ t  had an o p p o r t u n i t y  t o  commit a l l  t h i s  
t o  memory y e t .  You’re f o c u s i n g  on which y e a r ?  

MR. HELLER. On your  handou t ,  t h e r e  i s  a d rop  from $158 
b i l l i o n  t o  $123 b i l l i o n .  and t h e n  you s a y  w i t h  p o l i c y  a c t i o n - -

MR. PRELL. B a s i c a l l y ,  we assumed, i n  a d d i t i o n  t o  some 
C o n g r e s s i o n a l  a c t i o n  t h a t  h a s  a l r e a d y  o c c u r r e d ,  t h a t  someth ing  a k i n  t o  
t h e i r  program w i l l  be a d o p t e d - - a n  a c t i o n  which g i v e s  you on t h e  o r d e r  
o f  $35 b i l l i o n  i n  d e f i c i t  r e d u c t i o n .  T h a t ’ s  on a p a r  w i t h  t h e  
Congres s iona l  budget  r e s o l u t i o n  number a s  w e l l .  The o u t l a y  number f o r  
1988 t h a t  t h e y  have now i s  $8 b i l l i o n  a month above t h e i r  J a n u a r y
e s t i m a t e .  Obv ious ly ,  t h e  revenue i s  t h e  o t h e r  t h i n g ,  and t h e  r e c e i p t s  
number i s  $7-112 b i l l i o n  below t h e  J a n u a r y  e s t i m a t e .  T h a t ’ s  l a r g e l y  a 
r e f l e c t i o n  of  t h e  downward r e v i s i o n  i n  t h e i r  f o r e c a s t  of c o r p o r a t e
income t a x  r e c e i p t s .  T h a t ’ s  t h e  major  [ u n i n t e l l i g i b l e ] .  On t h e  
o u t l a y  s i d e ,  t h e y  have had t o  respond t o  t h e  h i g h e r  i n t e r e s t  r a t e s  
t h e y  have s e e n .  T h e y ’ r e  e x p e c t i n g  somewhat h i g h e r  i n t e r e s t  payments
and t h e y ’ r e  a l s o  r e spond ing  t o  t h e  h i g h e r  i n f l a t i o n  t h a t  we’ve h a d ,  
which w i l l  f e e d  t h r o u g h  t o  a l a r g e r  c o s t - o f - l i v i n g  ad jus tmen t  f o r  
s o c i a l  s e c u r i t y  r e c i p i e n t s  and f e d e r a l  pens ion  r e c i p i e n t s .  These a r e  
t h e  major  f e a t u r e s  of  t h e  changes of t h e  b a s e l i n e  f o r  t h e  1988 budget  
number. 

MR. HELLER. Thanks.  

CHAIRMAN GREENSPAN. P r e s i d e n t  B l a c k .  

MR. BLACK. Mr. Chairman. I t h i n k  t h e  s t a f f  h a s  done an 
u n u s u a l l y  good j o b  i n  d e s c r i b i n g  t h e  o u t l o o k ,  and I know Mike has  done 
a v e r y  e x c e p t i o n a l  j o b  i n  h a n d l i n g  some v e r y  d i f f i c u l t  q u e s t i o n s .  I 
guess  I come o u t  p r e t t y  c l o s e  t o  where F rank  Mor r i s  i s  on t h i s .  I 
t h i n k  t h a t  t h e  r e c e n t  s p a t e  o f  s t a t i s t i c s  i n d i c a t e s  t h a t  t h e  economy
i s  r e a l l y  b e g i n n i n g  t o  s t r e n g t h e n  q u i t e  a b i t  and a l o t  of  t h a t  
a p p a r e n t l y  i s  r e s u l t i n g  from improved e x p o r t s .  I would s o r t  o f  
d i s c o u n t  t h e  l a s t  f i g u r e s  w e  go t  from Census on t h e  t r a d e  b a l a n c e  on 
t h e  grounds t h a t  you have a l o t  of p r i c e  i n c r e a s e s  of impor ted  goods
i n  t h e r e ,  and p r i c e  i n c r e a s e s  on o i l ,  and p robab ly  some a n t i c i p a t o r y  
buying  because  of  t h e  o i l  problems and a l s o  because  of p r o t e c t i o n i s t
l e g i s l a t i o n .  S o ,  if t h i s  i s  t r u e .  t h e n  I t h i n k  w e  cou ld  s e e  some 
b i g g e r  f i g u r e s  t h a n  t h e  s t a f f  i s  p r o j e c t i n g .  We a r e  approach ing  t h e  
end of t h e  f i f t h  y e a r  of economic expans ion  a t  a t i m e  when we would 
e x p e c t  b o t t l e n e c k s  t o  b e g i n  t o  a p p e a r ,  and I t h i n k  t h e y  a r e  i n  some 
i n d u s t r i e s .  T h i s  i s  t h e  k ind  of  environment  i n  which we cou ld  s e e  
wage and c o s t  p r e s s u r e s  b e g i n  t o  t u r n  around from what w e  have been 
f o r t u n a t e  t o  have had i n  t h e  immediate p a s t .  a l o n g  w i t h  t h i s  f u r t h e r  
h e i g h t e n i n g  of  i n f l a t i o n a r y  p r e s s u r e s  and a t t e n d a n t  upward p r e s s u r e  on 
l o n g - t e r m  i n t e r e s t  r a t e s .  S o ,  I t h i n k  i t ’ s  a s i t u a t i o n  where w e  have 
t o  i n c r e a s e  t h e  c a r e  w i t h  which we l o o k  a t  t h e  s i t u a t i o n :  we’ re  now i n  
a d i f f e r e n t  e r a  from where w e  were a c o u p l e  of months o r  s o  ago .  

CHAIRMAN GREENSPAN. Mr. F o r r e s t a l .  



8/18/87  - 1 2 -

MR. FORRESTAL. Thank you,  M r .  Chairman. Our f o r e c a s t  h a s  
changed v e r y .  v e r y  l i t t l e  s i n c e  t h e  l a s t  FOMC mee t ing .  We s t i l l  have 
growth i n  ’87 t u r n i n g  o u t  t o  be i n  t h e  2 - 1 1 2  t o  3 p e r c e n t  r a n g e ;  if 
t h e r e  i s  any change i n  t h e  f o r e c a s t ,  it i s  t h a t  w e  now t h i n k  w e  may 
v e r y  w e l l  g e t  c l o s e r  t o  t h e  3 p e r c e n t  l e v e l  t h a n  t o  t h e  2 - 1 / 2 :  s o ,  t h e  
f o r e c a s t  r e a l l y  i s  f o r  growth t o  b e  j u s t  a t a d  below 3 p e r c e n t .  If  w e  
have any d i f f e r e n c e s  w i t h  t h e  Greenbook. t h e y ’ r e  v e r y  minor .  I n  ’ 8 8 ,  
I t h i n k  w e  may v e r y  w e l l  g e t  somewhat h i g h e r  growth.  I ’ m  a l s o  n o t  a s  
o p t i m i s t i c  abou t  t h e  d e f i c i t  p i c t u r e :  I j u s t  have a gu t  r e a c t i o n  t h a t ,  
g iven  t h e  e l e c t i o n  y e a r .  and so on.  i t  may be  d i f f i c u l t  t o  a c h i e v e  any 
meaningfu l  improvement t h e r e .  L a s t  month I mentioned t h a t  w e  had a 
s i z a b l e  d i f f e r e n c e  o f  o p i n i o n  w i t h  t h e  s t a f f  abou t  p e r s o n a l  
consumption e x p e n d i t u r e s ;  I s e e  t h a t  t h e  s t a f f  has  a d j u s t e d  t h e i r  
numbers u p ,  b u t  I s t i l l  t h i n k  t h e y ’ r e  a b i t  on t h e  low s i d e :  b u t  t h e  
s t a f f  h a s  come a l i t t l e  c l o s e r  t o  our  f o r e c a s t ,  anyhow. On b a l a n c e ,  
M r .  Chairman, we d o n ’ t  have much d i f f e r e n c e  w i t h  t h e  s t a f f  f o r e c a s t  on 
growth.  

As f a r  a s  i n f l a t i o n  i s  conce rned ,  w e  have t h e  d e f l a t o r  r i s i n g  
t o  abou t  4 p e r c e n t  o r  a l i t t l e  more i n  1988 and ,  I must s a y ,  t h i s  
g i v e s  me some c a u s e  f o r  c o n c e r n .  I t h i n k  t h a t  we were a l l  h o p e f u l  
t h a t  t h e  low numbers we saw i n  p r i c e  g a i n s  i n  1986 were permanent .  b u t  
I ’ m  b e g i n n i n g  t o  t h i n k  t h e y  are  n o t :  and I t h i n k  t h a t  w e  s t i l l  seem t o  
be  s t u c k  w i t h  a t r e n d  of i n f l a t i o n  t h a t ’ s  somewhat h i g h e r  t h a n  we 
would l i k e  t o  s e e .  A t  e a r l i e r  mee t ings  ove r  t h e  p a s t  c o u p l e  o f  
months.  I was w o r r i e d  t h a t  economic a c t i v i t y  cou ld  f a l l  on t h e  s h o r t  
s i d e  of t h e  f o r e c a s t .  Now I ’ v e  changed my mind i n  t h a t  I t h i n k  
pe rhaps  t h e  r i s k s  a r e  on t h e  o t h e r  s i d e .  a s  some o t h e r  s p e a k e r s  have 
i n d i c a t e d .  R e v i s i o n s  t o  t h e  e a r l i e r  d a t a  and h i g h e r  a c t i v i t y  i n  t h e  
f i r s t  h a l f  s u g g e s t  t h a t  t h e  a p p r e c i a b l e  d e c l i n e  w e  have s e e n  i n  t h e  
unemployment r a t e  p robab ly  i s  n o t  a f l u k e .  We k e p t  t h i n k i n g  t h a t  
t h e r e  was someth ing  wrong w i t h  t h o s e  numbers and t h a t  t h e  unemployment 
r a t e  would g o  back  up .  But it h a s n ’ t  done t h a t .  And w i t h  t h e  r a t e  a t  
6 p e r c e n t ,  I t h i n k  we a re  a w f u l l y  c l o s e  t o  t h e  p o i n t  where some 
p r e s s u r e  on wages is l i k e l y  t o  emerge,  a s  t h e  s t a f f  h a s  i n d i c a t e d .  
S o ,  i n  t h i s  envi ronment .  it seems t o  me t h a t  t h e  i n f l a t i o n a r y  r i s k s  o f  
economic a c t i v i t y  t u r n i n g  o u t  h i g h e r  r a t h e r  t h a n  lower  a r e  f a i r l y
s u b s t a n t i a l ;  and it wouldn’ t  t a k e  v e r y  much, i n  my judgment ,  f o r  
e x p e c t a t i o n s  t o  b u i l d  p r e t t y  s i g n i f i c a n t l y  f o r  h i g h e r  i n f l a t i o n .  

I ’ d  l i k e  t o  s a y  a word abou t  t h e  D i s t r i c t .  Economic a c t i v i t y
i n  t h e  S i x t h  D i s t r i c t  c o n t i n u e s  t o  be  f a i r l y  good a n d ,  i n  f a c t .  i t ’ s  
g a i n i n g  momentum. The weak a r e a s  i n  t h e  economy, p a r t i c u l a r l y  
L o u i s i a n a ,  a r e  b e g i n n i n g  t o  show improvement p a r t i a l l y ,  o r  perhaps
p r i m a r i l y .  due t o  t h e  i n c r e a s e  i n  t h e  p r i c e  o f  o i l .  For  example,  t h e  
number of a c t i v e  r i g s  i n  L o u i s i a n a  and i n  t h e  M i s s i s s i p p i  c o a s t  a r e a  
of  Alabama i s  t h e  h i g h e s t  i n  two y e a r s .  So t h a t  i s  f a i r l y  good news. 
The o t h e r  t h i n g  t h a t  i s  pe rhaps  i n t e r e s t i n g  t o  n o t e  i s  t h a t ,  whereas  a 
f e w  months ago ,  peop le  t h a t  we t a l k  t o  around t h e  D i s t r i c t  were n o t  
r e p o r t i n g  any s i g n i f i c a n t  p r i c e  i n c r e a s e s .  now t h e y  a r e  i n d i c a t i n g
t h a t  t h e  p r i c e s  of t h e i r  raw m a t e r i a l s ,  f o r  example.  a r e  go ing  up.
And f o r  t h e  f i r s t  t i m e ,  we ’ re  h e a r i n g  peop le  s a y  t h a t  t h e y  a r e ,  i n  
f a c t ,  a b l e  t o  p a s s  th rough  some of t h e s e  p r i c e  i n c r e a s e s  t o  t h e i r  
cus tomers .  T h a t ’ s  a s i g n i f i c a n t  change from r e p o r t s  t h a t  we had had 
p r e v i o u s l y .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Keehn. 
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MR. KEEHN. Our f o r e c a s t  i s  c e r t a i n l y  q u i t e  c o n s i s t e n t  w i t h  
t h e  s t a f f  f o r e c a s t  a s  it r e l a t e s  t o  t h i s  y e a r .  However, I w i l l  s a y
t h a t  o u r  o u t l o o k  f o r  1988 i s  somewhat s t r o n g e r .  And. I would j o i n
t h o s e  who have commented t h a t ,  a s  we go a l o n g .  t h e  r e v i s i o n s  a r e  
l i k e l y  t o  be up r a t h e r  t h a n  down. 

Our D i s t r i c t  h a s  l agged  t h e  rest  o f  t h e  c o u n t r y  i n  t h e  
r e c o v e r y ,  b u t  s i n c e  t h e  end of  l a s t  y e a r  t h a t  h a s  n o t  been  t h e  c a s e .  
A s  w e  l o o k  a t  o u r  i n d u s t r i e s  and o u r  i n d i c a t o r s ,  we a r e  t e n d i n g  a t  
l e a s t  t o  e q u a l  t h e  n a t i o n a l  numbers. T h i s  y e a r ,  f o r  example,  a s  we 
have gone t h r o u g h  t h e  y e a r ,  employment i n c r e a s e s  i n  our  f i v e  s t a t e s  
have been c o n s i s t e n t l y  e q u a l  t o  t h e  n a t i o n a l  i n c r e a s e s .  The i n c r e a s e s  
have t ended  t o  be on t h e  nonmanufac tur ing  s i d e ,  b u t  even  i n  t h e  
manufac tu r ing  c a t e g o r y ,  we a r e  s i g n i f i c a n t l y  above t h e  low l e v e l  of 
manufac tu r ing  employment p r e v a i l i n g  a t  t h e  end o f  1982. Unemployment
c o n t i n u e s  t o  be a l i t t l e  h i g h e r  t h a n  t h e  n a t i o n a l  a v e r a g e .  abou t  a 
p e r c e n t a g e  p o i n t  h i g h e r :  n o n e t h e l e s s ,  t h a t  margin  seems t o  be  coming
down. And, I do t h i n k  t h a t  some of  t h e  manufac tu r ing  s e c t o r s  t h a t  
have been go ing  t h r o u g h  a v e r y  d i f f i c u l t  p e r i o d  a r e  showing r e a l l y
s u r p r i s i n g  s t r e n g t h .  I n  s t e e l ,  f o r  example.  which i s  a v e r y  tough
i n d u s t r y ,  t h e  s t e e l  p l a n t s  t h a t  a r e  p roduc ing  s h e e t  s t e e l  a r e  abou t  a t  
c a p a c i t y .  Those p roduc ing  s t r u c t u r a l  s t e e l  a r e  lower t h a n  t h a t ,  b u t  
n o n e t h e l e s s  s t r o n g e r  t h a n  you might e x p e c t .  And, t h e r e  a r e  a number 
of o t h e r  c a t e g o r i e s  i n  t h e  machinery s i d e  t h a t  a r e  showing
improvement.  A l a r g e  manufac tu re r  o f  d i e s e l  e n g i n e s  i n  o u r  a r e a  i s  
now r e a l l y  hav ing  a h a r d  t i m e  keeping  up w i t h  t h e  demand: c o n s t r u c t i o n  
equipment i s  s t r o n g e r :  and even t h e  r a i l r o a d  equipment b u s i n e s s ,  which 
h a s  been a b s o l u t e l y  moribund,  i s  beg inn ing  t o  show some s i g n s  o f  l i f e .  
A l l  o f  t h i s ,  of  c o u r s e ,  e x c l u d e s  a u t o s ,  though t h e  s a l e  numbers f o r  
a u t o s ,  a s  Mike i s  s u g g e s t i n g ,  c o n t i n u e  t o  l o o k  l i k e  1 0  m i l l i o n  o r  more 
[ u n i n t e l l i g i b l e ]  t h i s  y e a r  o r  next y e a r .  The p r o d u c t i o n  s c h e d u l e s  i n  
t h e  t h i r d  q u a r t e r  w i l l  be down by abou t  13 p e r c e n t :  and f o r  t h e  f o u r t h  
q u a r t e r ,  though t h e  s c h e d u l e s  a r e  n o t  f i n a l ,  it l o o k s  l i k e  t h e y ’ l l  be  
down abou t  5 p e r c e n t .  And t h e  i n v e n t o r i e s  do n o t  seem t o  be  o u t  of 
l i n e .  

On t h e  a g r i c u l t u r a l  s i d e ,  I have j u s t  a q u i c k  comment. I am 
a lmos t  ha rd  p r e s s e d  t o  s a y  t h a t .  c e r t a i n l y ,  we have s t a b i l i z e d :  and 
t h e r e  a r e  even  some s i g n s  of  improvement.  The l a n d  v a l u e s ,  which i n  
t h e  f i r s t  q u a r t e r  were l e v e l ,  a t  l e a s t ,  d i d  show improvement i n  t h e  
second q u a r t e r :  t h o s e  l a n d  v a l u e s  c o n t i n u e  t o  move up a b i t ,  a l b e i t  
from v e r y ,  v e r y  low l e v e l s .  N e v e r t h e l e s s ,  t r a n s a c t i o n s  t h a t  a r e  
t a k i n g  p l a c e  show some s i g n  of s t r e n g t h  i n  l a n d  v a l u e s .  There  was. a s  
you know. a r e c e n t  r e v i s i o n  i n  fa rm income: and t h e  o u t l o o k  f o r  t h i s  
y e a r  i s  f o r  a s i g n i f i c a n t  i n c r e a s e  a n d ,  t h e r e f o r e ,  t h o s e  fa rm income 
numbers l o o k  p r e t t y  good. S u r p r i s i n g l y - - o r  a t  l e a s t  I f i n d  i t  
s u r p r i s i n g - - t h e  i n c r e a s e  i n  farm income i s  n o t  a r e s u l t  of h i g h e r  
s u b s i d i e s .  b u t  r a t h e r  of a d e c r e a s e  i n  p r o d u c t i o n  c o s t s ,  which i s  a n  
encourag ing  s i g n .  So t h a t  p a r t  of t h e  a g r i c u l t u r a l  s e c t o r  l o o k s  
p r e t t y  good. Admi t t ed ly ,  w e  have a l o n g  way t o  go b e f o r e  t h e  h a r v e s t ,  
b u t  a t  t h i s  p o i n t  t h e  growing c o n d i t i o n s  l o o k  good. We would 
a n t i c i p a t e  good c r o p  y i e l d s  p e r  a c r e  and ,  i n  some a r e a s ,  t h e r e  w i l l  be 
r e c o r d  p r o d u c t i o n .  The o v e r a l l  p r o d u c t i o n  w i l l  be  down by 1 2  p e r c e n t :
t h e  a c r e a g e  i s  down even more - - s a y .  14 p e r c e n t :  b u t ,  a g a i n .  w e  have a 
n e t  improvement i n  y i e l d .  S o ,  I do t h i n k  t h e  c o n d i t i o n s  i n  t h e  
D i s t r i c t  a r e  much improved f o r  t h e  rest  of t h i s  y e a r  and i n t o  n e x t  
y e a r .  
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But, as I pointed out. there are a couple of key areas. On 
this trade balance issue, I’ve had the feeling all year that we were 
seeing a correction: the people I talk to suggest that that is the 
case. The June numbers were certainly disappointing. I hope there’s 
nothing fundamental there. But if the major economies in the world do 
not turn around and begin to pick up and take our exports, this 
obviously will have a big impact. On the inflation side, we are 
seeing some of the price increases that Mike mentioned. They are in a 
couple o f  categories. Specifically, in steel, one manufacturer 
increased prices 4 to 6 percent and this time they’re sticking--again. 
at very low levels. But if these price increases begin to become 
pervasive. and then go through to the labor side. I think the outlook 
for inflation will be quite different. I don’t yet sense that. All 
the people I talk to who are negotiating labor contracts are 
continuing to get very good results: reasonably modest increases on an 
annual basis. and importantly, very good work rule changes. so that 
productivity and unit labor costs seem to be better. But. I do think 
these are. of course, the two key areas: the trade balance and 
inflation. Net, I think the economy, both nationally and in our 
District, continues to look good and seems to be improving. As we go
along here, there is the opportunity for increasing the growth
forecast. 

CHAIRMAN GREENSPAN. President Parry 


MR. PARRY. Mr. Chairman, our forecast is in basic agreement
with the Greenbook forecast, but I’d agree that the risks. in terms of 
growth. are on the upside, for many of the reasons that have been 
mentioned. For example, we have assumed the $25 billion deficit-
reduction measures which are indicated in the Greenbook, and it’s 
possible that some portion of those measures will not be enacted. 
That’s another area, in this case resulting from the government 
sector. where we could see a greater boost to GNP. at least until some 
of the secondary impacts of a greater deficit are felt. Moreover. 
when we look at the 12th District. the data to u s ,  particularly in the 
area of employment and retail sales, indicate strong growth. And the 
discussions I’ve had over the past month with directors--notonly at 
the head office but also at our four branches--indicate a greater
optimism about business prospects than I have ever seen in the year
and a half that I’ve been with the System. I’m more pessimistic on 
inflation than the Greenbook. since I believe that the fixed-weight
price index will continue to advance at a 4 to 4 - 1 / 2  percent rate in 
the last half of this year and remain in that range in 1988. It seems 
to me that recent tightening in labor markets raises the chances of 
price increases in 1988. and it certainly heightens my longer-run 
concerns about inflation. It would appear to me that, at this point, 
our room to maneuver is rather limited. with the labor market around 
full employment. nominal short-term interest rates rising about 100 
basis points next year--atleast in our forecast--andreal interest 
rates rising only slightly. The current forecast that we have and the 
one that is in the Greenbook hold out little or no prospect of the 
inflation rate subsiding in the near future. 

CHAIRMAN GREENSPAN. President Boykin. 


MR. BOYKIN. Mr. Chairman. our forecast also is pretty much 

in agreement with the staff forecast. We have strengthened our 

outlook for the national economy for the rest of this year and going 
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into next year. We think we do have a rate of expansion that is 
sustainable. Subjectively. it is a little hard for me really to 
believe all that. given what has been going on in our particular part
of the country. While we are seeing a little improvement, we 
certainly are lagging the rest of the country. Both anecdotally and 
statistically, we can kind of show that we are working through the 
trough: but the recovery. to the extent that there is one, is so 
fragile that it would not take very much to have us continue the 
downturn that we’ve been in for the last couple of years. Reference 
has been made to energy. We have seen a little improvement there,
certainly, in terms of perceptions. There has been a little 
improvement in construction. but it’s not in building: it’s in roads. 
public construction. that sort of thing. Manufacturing looks pretry
good. In agriculture. we are continuing to see cropland values 
decline and we are not through yet: of course, we came into this a 
year or two after the Midwest, in particular. And. of course. 
everybody reads about the conditions of the financial institutions. 
One concern that we are hearing. primarily from people in mid-sized 
and small businesses, is that they’re very concerned that they’re not 
going to get credit. And without credit. they’re not going to be able 
to grow and expand and create jobs. This is something that we’ie 
hearing more and more. The banks are not willing or able to lend, and 
a cutoff of credit has occurred: and they don’t see very much end to 
it. 

VICE CHAIRMAN CORRIGAN. Is it because banks and thrifts are 

getting super conservative? Is that the idea? 


MR. BOYKIN. That’s a lot of it. Jerry. The bankers say that 
there just is not any loan demand. The small and mid-sized 
businessmen say we have the demand but banks won’t take the risk. So, 
I think it’s probably somewhere in between--thebanks are not seeing
the kind of demand in the loans that they are willing to make. 

CHAIRMAN GREENSPAN. Governor Johnson. 


MR. JOHNSON. I agree in general with what the Greenbook says
and what I’ve heard about the outlook. I do think it’s picking up: it 
looks better and there is some growing upside risk. However, I have a 
number of concerns that really cause me to question this view 
completely, and there are a few problems that I have with the 
Greenbook forecast. in particular. So, I’m still uncertain, overall. 
First. the growth that we see appears to be primarily due to the 
improvement in real net exports: export volume is causing the stimulus 
that we see right now. And. if that is indeed the case--ifmost of 
the growth is coming in the external area rather than in domestic 
aggregate demand--youhave to really ask yourself how much of the 
potential Phillips-curve type effects on pricing you can get from that 
kind of growth. And that modest expansion in aggregate demand, I 
think, is being verified somewhat by the aggregates, as well as by
other types of evidence for consumption. You really have to ask how 
much inflation pressure can be produced by that type of a scenario. 
When you look at the broader inflation indexes. the CPI. excluding 
energy, shows some pressure. but the PPI shows no influence outside 
the energy area. As a matter of fact, it has been decelerating this 
year, ex-oil. So you really don’t see a broad buildup yet on the 
price side. 
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The s t a f f  f o r e c a s t  h a s  r i s i n g  i n t e r e s t  r a t e s ,  and I t h i n k  
some of  t h e i r  p o l i c y  assumpt ions  a r e  i n c o n s i s t e n t  w i t h  t h e  f o r e c a s t .  
That  r i s e  i n  i n t e r e s t  r a t e s ,  a t  l e a s t  i f  t h e  a g g r e g a t e  models a r e  
c o r r e c t ,  i s  going  t o  produce a f u r t h e r  weakening i n  t h e  monetary 
a g g r e g a t e s .  Looking a t  a f u r t h e r  weakening i n  t h e  monetary 
a g g r e g a t e s ,  you have t o  a s k  y o u r s e l f :  How much nominal GNP can  you 
g e t  o u t  o f  t h o s e  k i n d s  of  a g g r e g a t e  growth r a t e s ,  and does  t h e  
v e l o c i t y  number t h a t  i s  c o n s i s t e n t  w i t h  t h a t  make any s e n s e  a t  a l l  t o  
you? I d o n ’ t  t h i n k  you can  g e t  t o o  much from a r i s i n g  i n t e r e s t  r a t e s  
s c e n a r i o  o u t  o f  t h e  a g g r e g a t e s  t o  produce enough nominal  GNP t o  
produce a s e r i o u s  r i s k .  

The o t h e r  p o i n t  I have i s  on t h e  movement o f  t h e  d o l l a r .  One 
problem I have on t h e  d o l l a r  i s  what I p o i n t e d  o u t  y e s t e r d a y  i n  t h e  
Board mee t ing :  w e  r e a l l y  have had no n e t  d e p r e c i a t i o n  of t h e  d o l l a r  
t h i s  y e a r .  Now, t h e r e ’ s  a lways t h e  p o s s i b i l i t y ,  and I c o n t i n u e  t o  
worry abou t  t h e  downside r i s k s  on t h e  d o l l a r .  I know it h a s  come o f f  
a l i t t l e  t o d a y :  we’ve t a l k e d  about  some o f  t h e  r e a s o n s .  But t h e  f a c t  
o f  t h e  m a t t e r  i s  t h a t  t h e r e  h a s  been no n e t  d o l l a r  d e p r e c i a t i o n  t h i s  
y e a r  and we’ re  l a t e  i n t o  t h e  y e a r .  The f o r e c a s t  i s  c o n t i n g e n t  upon a 
1 0  p e r c e n t  d e p r e c i a t i o n  i n  ’87 t o  produce  t h e  l agged  e f fec ts  on p r i c e s
i n  ‘88 .  O f  c o u r s e ,  t h e r e  a r e  s t i l l  f o u r  months o f  o p p o r t u n i t y  f o r  
t h a t .  But you have t o  a s k  y o u r s e l f ,  i f  y o u ’ r e  n o t  go ing  t o  r e a l i z e  
t h a t  k i n d  o f  d o l l a r  d e p r e c i a t i o n  t h i s  y e a r ,  how a r e  you go ing  t o  g e t
t h o s e  l agged  e f fec ts  f o r  ’88?  The o t h e r  p o i n t  i s  t h a t  if t h e  o i l  
p r i c e  i s  expec ted  t o  hover  i n  t h e  $18 r a n g e - - a n d  i t ’ s  my f e e l i n g  t h a t  
t h e  d o l l a r  i s  b e i n g  i n f l u e n c e d  some by t h e  o i l  p r i c e - - a n  o i l  p r i c e  i n  
t h a t  r ange  w i l l  keep t h e  d o l l a r  h i g h  r e l a t i v e  t o  t h e  c u r r e n c i e s  o f  
major  i n d u s t r i a l  s u r p l u s  c o u n t r i e s  l i k e  t he  mark and t h e  y e n .  And i f  
t h e  d o l l a r  s t a y s  s t r o n g e r  because  t h e  o i l  p r i c e  hove r s  i n  t h e  $18 
r a n g e ,  how a r e  we go ing  t o  g e t  t h e  d o l l a r  d e p r e c i a t i o n ?  On a l l  o f  
t h e s e  q u e s t i o n s ,  I ’ m  n o t  s a y i n g  t h a t  t h e y  c a n ’ t  be overcome, because  I 
see t h e  o u t l o o k  p i c k i n g  up some. t o o .  But I r e a l l y  h a v e n ’ t  r e s o l v e d  
t h e s e  q u e s t i o n s  i n  my mind and I t h i n k  t h e y  a r e  s e r i o u s  a l t e r n a t i v e  
i s s u e s  t o  d e a l  w i t h .  S o ,  g iven  t h e s e  problems,  I d o n ’ t  t h i n k  we have 
enough e v i d e n c e  t o  expec t  a b i g  upward move. 

CHAIRMAN GREENSPAN. Governor A n g e l l .  

MR. ANGELL. I n  many ways,  Manley. you’ve made my s p e e c h ,
because  I t h i n k  what I h e a r  you s a y i n g  i s  t h a t  t h e r e  i s  more 
u n c e r t a i n t y  t h a n  some of t h e  comments might  i n d i c a t e .  I t  does  seem t o  
me t h a t  i t ’ s  a p p r o p r i a t e  f o r  us t o  assume t h a t  i n f l a t i o n a r y  p r e s s u r e s
need t o  be d e a l t  w i t h ,  and t h a t  i t ’ s  a p p r o p r i a t e  f o r  us t o  have a 
monetary a g g r e g a t e  growth p a t h  such  a s  we have been h a v i n g .  To me, a 
4 p e r c e n t  M 1 ,  M 2 ,  and M3 p a t h  i s ,  i n  i t s e l f .  a r a t h e r  s i g n i f i c a n t
a n t i d o t e  f o r  t h e s e  i n f l a t i o n a r y  p r e s s u r e s  t h a t  e x i s t .  Even though 
t h o s e  i n f l a t i o n a r y  p r e s s u r e s  a r e  t h e r e ,  and we a r e  f a r  from hav ing
t u r n e d  t h e  c o r n e r  i n  a b a t i n g  t h e s e  p r i c e  i n c r e a s e s ,  t h e r e  might  be 
some p o s s i b i l i t y  t h a t  we w i l l  be s u c c e s s f u l  i f  w e  a r e  w i l l i n g  t o  
m a i n t a i n  a monetary a g g r e g a t e s  growth p a t h  such  a s  we have .  And 
t h e r e ’ s  someth ing  t h a t  I n o t i c e  when I g e t  o u t  i n  t h e  c o u n t r y  and I 
t a l k  t o  f a r m e r s  and peop le  i n  t h e  o i l  b u s i n e s s  and r e a l t o r s :  t h e r e  i s  
a s e n s e  of unease  t h a t ’ s  i n  o u r  c o u n t r y  t h a t  r e a l l y  goes a g a i n s t  what 
you were s u g g e s t i n g ,  S i ,  i n  r e g a r d  t o  farm income. I t  i s  t r u e  t h a t  
1986 was a r e c o r d  y e a r  f o r  n e t  c a s h  fa rm income: and 1987  i s  go ing  t o  
be a n o t h e r  r e c o r d  above t h a t  r e c o r d .  But what I n o t i c e  i s  t h a t  t h e r e  
i s  a c o n s e r v a t i s m .  o r  even a s u p e r  c o n s e r v a t i s m ,  t h a t  e x i s t s .  Those 
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peop le  who a r e  t h e  s u r v i v o r s ,  and t h o s e  b u s i n e s s e s  t h a t  a r e  
s u c c e s s f u l ,  a r e  t h e  ones t h a t  k e p t  t h e i r  borrowing down. I n o t i c e  no 
r u s h  t o  borrow: I n o t i c e  no s t o r i e s  f rom t h e  e n t r e p r e n e u r  t y p e s  about  
how it makes s e n s e  t o  borrow money t o  do t h i s  o r  t o  do t h a t .  I n o t i c e  
i n s t e a d  t h a t  t h e  f a s t - f o o d  b u s i n e s s  i s  n o t  q u i t e  what i t  was,  and t h a t  
owning houses  d o e s n ’ t  seem t o  be q u i t e  t h e  way t o  p r o f i t .  And I 
n o t i c e  some unease  and a s c a r e  o u t  t h e r e  t h a t  modera tes  b e h a v i o r .  

S o ,  it might  be t h a t  t h i s  growth p a t h  o f  t h e  monetary 
a g g r e g a t e s  cou ld  b r i n g  a s t o p  t o  t he  commodity p r i c e  r i ses  t h a t  we’ve 
seen  d u r i n g  t h e  l a s t  y e a r ,  beg inn ing  l a s t  Augus t .  And i f  t h e s e  
commodity p r i c e  r i s e s  do a b a t e  and t h e  i n f l a t i o n  e x p e c t a t i o n  goes 
away, t h e r e  i s  some p o s s i b i l i t y  t h a t  d e f l a t i o n a r y  f o r c e s  cou ld  once 
a g a i n  r e t u r n .  I t h i n k  what we need t o  do a t  t h i s  p o i n t  i s  t o  be  open: 
t o  l o o k  a t  t h e  v a r i o u s  p o s s i b i l i t i e s  and t o  s e e  i f  w e  can  do t h e  t r i c k  
o f  g e t t i n g  commodity p r i c e  r ises  s topped  i n  s u f f i c i e n t  t i m e  b e f o r e  
t h e y  f e e d  back i n t o  t h e  w a g e l p r i c e  c y c l e .  If t h a t  can  be 
accompl ished .  t h e n  i t  seems t o  me t h a t  a 4 . 1  p e r c e n t  GNP d e f l a t o r  and 
a 4 . 5  p e r c e n t  i n c r e a s e  i n  t h e  f i x e d - w e i g h t  i n d e x  f o r  1988 i s  t o t a l l y
u n a c c e p t a b l e .  We j u s t  must n o t  l e t  t h a t  o c c u r .  But hav ing  s a i d  t h a t ,  
l e t ’ s  n o t  g e t  o u r s e l v e s  t o o  r eady  f o r  a n  o v e r k i l l .  

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. Well. I am c o n s i d e r a b l y  more c o m f o r t a b l e  w i t h  t h e  
Greenbook f o r e c a s t  a t  t h i s  meet ing  t h a n  I was i n  J u l y ,  because  it 
seems t o  me t h a t  t h e  t h r u s t  o f  t h e  l a t e s t  s t a t i s t i c s  on t h e  economy,
w i t h  t h e  r e v i s i o n s ,  s e r v e s  t o  b o l s t e r  t h e  unde rp inn ings  and 
c r e d i b i l i t y  of  t h a t  f o r e c a s t ,  a t  l e a s t  i n  my mind. I t h i n k  t h e  
r e v i s i o n s  a r e  i m p o r t a n t .  a s  w e l l .  i n  t h i s  s t o r y  because  I t h i n k  t h e y
h e l p  t o  p u t  t h i n g s  i n  a more c o n s i s t e n t  p i c t u r e .  Throughout t h e  
e x p a n s i o n ,  it seems t o  me, we’ve had c o n s i s t e n t l y  s t r o n g  i n c r e a s e s  i n  
employment and w e  were s e e i n g  weaker i n c r e a s e s  t h a n  I would have 
expec ted  i n  GNP and s o  f o r t h :  and a t  l e a s t  i n  my mind,  some of t h a t  
gap has  been r educed .  I t h i n k  w e  a r e  l o o k i n g  a t  an economy t h a t  
r e a l l y  h a s  been per forming  r a t h e r  w e l l .  

T h a t ’ s  c e r t a i n l y  c o n s i s t e n t  w i t h  wha t ’ s  go ing  on i n  t h e  Nin th  
D i s t r i c t .  I have t a l k e d  b e f o r e  abou t  t h e  t w o - t i e r  economy and t h e  
d i v e r g e n c e  between w h a t ’ s  happening  i n  t h e  urban  a r e a s ,  which a r e  
do ing  w e l l ,  and t h e  r u r a l  a r e a s .  But t h e  l a t e s t  developments  s u g g e s t
t h a t  t h a t  gap h a s  d imin i shed :  t h a t  i s ,  t h e  r u r a l  economies a r e  do ing
b e t t e r .  i n  p a r t  because  a g r i c u l t u r e  i s  do ing  b e t t e r ,  and i n  p a r t
because  o t h e r  a s p e c t s  of t h e  n a t u r a l  r e s o u r c e  i n d u s t r i e s  t h a t  t h e  
r u r a l  a r e a  o f  t h e  Nin th  D i s t r i c t  depends on a r e  d o i n g  b e t t e r .  And 
t h a t ’ s  encourag ing .  I might  a l s o  comment on t h e  f a c t  t h a t  I ’ v e  
r e c e i v e d  a number o f  u n s o l i c i t e d  r e p o r t s  from businessmen i n  t h e  
Dis t r ic t  abou t  i n c r e a s e d  in te res t  i n  e x p o r t  o p p o r t u n i t i e s - - t h a t  i s ,  
p o t e n t i a l  f o r e i g n  cus tomers  coming t o  them t o  e x p l o r e  t h e  
p o s s i b i l i t i e s  of s a l e s  abroad  o f  v a r i o u s  p r o d u c t s .  T h i s  i s  e v e r y t h i n g
from t h e  h i g h - t e c h  end of t h e  world t o  some v e r y  b a s i c  commodit ies .  
Again.  I t h i n k  t h a t ’ s  c o n s i s t e n t  w i t h  what w e  have seen  happening i n  
t h e  economy r e c e n t l y  and what our  f o r e c a s t s  s u g g e s t .  

I do t h i n k  t h a t .  w i t h  a l l  t h a t  good news, we p robab ly  a r e  
approach ing  a c r i t i c a l  p o i n t  when it comes t o  i n f l a t i o n a r y  p r e s s u r e s .
A s  Mike i n d i c a t e d ,  I t h i n k  you can  a t t r i b u t e  much o f  t h e  a c c e l e r a t i o n  
i n  t h e  broad  p r i c e  i n d e x e s  s o  f a r  t h i s  y e a r  t o  t h e  e f f e c t s  of h i g h e r  
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energy prices. But I think that looking forward, we have a number of 
things on the horizon that give me some pause even if energy prices
level off or maybe even come down a bit from here. One is clearly
what we’re seeing in the bond market here and elsewhere around the 
world. where there are some signs of heightened inflationary
expectations that manifest themselves in long-term rates. Secondly. I 
guess I’m not confident at all that in fiscal 1988 we’ll achieve a 
Federal budget deficit significantly below this year’s level. In 
fact. it could could be higher, if we’re not a bit lucky. And, 
finally, as far as the labor market goes. I don’t know what the 
natural rate of unemployment is, but whatever it is. we certainly have 
to be a lot closer to it today than we have been recently. And not 
surprisingly, If you look at unemployment by various demographic 
groups, as you would expect. we are at the lowest rates of 
unemployment in general since 1 9 8 0  and, in some cases. since 1 9 7 7 .  
For some groups you have to go back to 1 9 7 7 .  at least using quarterly 
average data, ‘to find unemployment rates that l o w .  I think we have 
benefitted heretofore from the rigidities in the wage determination 
process with which we are all familiar: I’m not talking just about 
what goes on with unions, but just the way business is run. But I 
don’t think that we can count on those rigidities in that wage
determination process always working in our favor. particularly if 
price indexes start to move up here. 

CHAIRMAN GREENSPAN. Vice President Hendricks. 


MR. HENDRICKS. Thank you. Mr. Chairman. Our views of 

economic conditions closely parallel the staff’s forecast in the 

Greenbook. As some others have suggested, there are a couple of areas 

where we differ a bit. One is in the growth of income, and the other 

is in consumption. On balance, it appears to us that the economy is 

picking up strength. Employment. output. and exports are expanding. 

as we see it, and we have noticed a jump in prices. Comments by our 

directors and others support this view. Even the hardest hit sectors 

--commercialconstruction, agriculture. and metals--are said. 

particularly by our directors. to be enjoying a period of stability

and possible turnaround. So it’s not surprising, I guess, that we 

would suggest that our forecast shows more strength, on balance. than 

is indicated in the Greenbook. 


CHAIRMAN GREENSPAN. Governor Seger. 


MS. SEGER. I hope that the staff forecast is right on 
target. but I d o  have some questions and some doubts. I guess. One of 
them that I expressed yesterday at the staff briefing [to the Board]
involves our emphasis on the trade turnaround. I’m just not convinced 
that we will get as much of a boost to the overall economic picture
from the trade turnaround as we are counting on in the forecast either 
for the rest of this year or in 1 9 8 8 .  It was mentioned earlier that 
some of the trading partners have economic situations that are far 
short of robust. So I think that’s a key factor. Also ,  no one has 
mentioned it, but there are trade barriers out there that business 
people tell me about. And some of the obvious ones involve trying to 
get into the Japanese market. Also, I’m not convinced that the dollar 
is going to fall as much as we’re assuming in our forecast. I realize 
it can be banged down but. as Governor Johnson said, there are things
going on that may prevent that from happening. Also. the staff is 
talking about some gradual upward drift in interest rates. That may 
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happen. depend ing ,  of  c o u r s e .  on what p o l i c y  s t a n c e  we t a k e .  But I 
guess  I d o n ’ t  see a s  much of a b i t e  on t h e  economy from t h a t  upward
d r i f t  a s  I might  have e x p e c t e d .  Looking a t  a u t o s - - a n d  t h i s  would be 
more o f  a n e a r - t e r m  s i t u a t i o n  t h a n  f o r  ’ 8 8 - - I  t h i n k  i t ’ s  go ing  t o  be  a 
l o t  t o u g h e r  t o  reduce  t h o s e  i n v e n t o r i e s  t h a n  a p p a r e n t l y  you t h i n k .  
Mike. Some of  t h e  s p e c i f i c  makes have  o v e r  a 100-day  s u p p l y :  t h a t ’ s  
n o t  worked down e a s i l y  even a t  1 . 9  p e r c e n t  i n t e r e s t  r a t e s .  One of t h e  
r e a s o n s  t h e y  have s o  many i s  t h e y  h a v e n ’ t  a l o t  o f  s e x  a p p e a l  i n  t h e  
models :  t h e y  may have t o  j u s t  g i v e  them away on some S a t u r d a y  n i g h t ,  I 
d o n ’ t  know. Anyhow, I t h i n k  i t ’ s  a l o t  g r e a t e r  c h a l l e n g e  t h a n  

MR. J O H N S O N .  T h a t ’ s  p r e t t y  awfu l .  

MS. SEGER. T h a t ’ s  r i g h t .  I d o n ’ t  l i k e  it m y s e l f .  My f i n a l  
comment i n v o l v e s  i n f l a t i o n .  and h e r e  Governor Angel1 made my p o i n t
abou t  commodity p r i c e s .  I d o n ’ t  t h i n k  i t ’ s  gua ran teed  t h a t  t h e s e  a r e  
go ing  t o  j u s t  keep r i s i n g .  We a l l  know t h a t  commodity p r i c e s  a r e  v e r y  
v o l a t i l e  and i n f l u e n c e d  by many, many t h i n g s  above and beyond monetary 
p o l i c y .  And I b e l i e v e ,  a s  he s a i d ,  t h a t  t h e r e  a r e  f a c t o r s  a t  work 
t h a t  may, a s  a m a t t e r  o f  f a c t ,  keep t h o s e  under  c o n t r o l .  P a r t i c u l a r l y
when I t h i n k  abou t  t h e  c rude  o i l  s i t u a t i o n ,  I ’ m  n o t  c e r t a i n  t h a t  we’ re  
go ing  t o  g e t  w h a t ’ s  i n  t h e  s t a f f  f o r e c a s t .  On t h e  l a b o r  marke t  
s h o r t a g e ,  I j u s t  d o n ’ t  t h i n k  t h e r e  i s  a l a b o r  marke t :  I t h i n k  there  
a r e  a l l  s o r t s  of l a b o r  m a r k e t s - - f o r  d i f f e r e n t  s k i l l s ,  f o r  d i f f e r e n t  
i n d u s t r i e s ,  and f o r  d i f f e r e n t  geograph ic  a r e a s .  So I d o n ’ t  know t h a t  
it makes any s e n s e  even  t o  t a l k  abou t  a n a t u r a l  r a t e  of unemployment
because  I j u s t  d o n ’ t  know how t o  u s e  it a s  a g u i d e .  F i n a l l y .  one of 
t h e  t h i n g s  t h a t  I r e a l l y  d o n ’ t  t h i n k  we’re emphas iz ing  enough i s  t h e  
real  change i n  m a n a g e r i a l  a t t i t u d e s .  I see more backbone among 
c o r p o r a t e  e x e c u t i v e s  i n  t h e i r  l a b o r  n e g o t i a t i o n s  t h a n  I ’ v e  s e e n  i n  my
whole working c a r e e r ,  which goes back a l o n g  t i m e .  And I ’ m  r e a l l y
d e l i g h t e d  t o  s e e  t h a t  t h e y  no l o n g e r  assume t h a t  t h e y  can  j u s t  p a s s
th rough  t h e s e  h i g h e r  l a b o r  c o s t s - - w h i c h  t h e y  used  t o  d o ,  p a r t i c u l a r l y  
i n  t h e  major  i n d u s t r i e s .  A l s o ,  t h e  company heads  a r e  more and more 
aware of impor t  c o m p e t i t i o n .  more and more aware of t h e  need t o  be  
e f f i c i e n t  and t o  g e t  even  more e f f i c i e n t .  T h e y ’ r e  push ing  t h e  
employees f o r  moves t h a t  would enhance p r o d u c t i v i t y .  T h i s  i s  go ing  on 
a l l  t h e  t i m e  i n  t h e  a u t o  n e g o t i a t i o n s .  The emphasis  i s  on j o b
s e c u r i t y :  t h e r e  i s  even  t a l k  of  f r e e z e s  on a c t u a l  wages.  To t h e  
e x t e n t  t h a t  t h e r e  a r e  pay a d j u s t m e n t s ,  i n  a number o f  major  companies 
t h e y  a r e  making s u r e  t h a t  t h e  p r o d u c t i v i t y  g a i n s  do o f f s e t  them 
because  t h e  1.1 p e r c e n t - - o r  whatever  t h e  o v e r a l l  n a t i o n a l  number i s - ­
i s  n o t  what t h e  p r o d u c t i v i t y  g a i n s  a r e  i n  s p e c i f i c  companies .  And s o ,  
I t h i n k .  t h e y  a r e  t e n d i n g  more and more t o  t i e  t h e i r  own wage
s e t t l e m e n t s  t o  t h e i r  own p r o d u c t i v i t y  enhancement moves. And I t h i n k  
t h a t ’ s  a l l  t o  t h e  good. I p u t  a l l  t h a t  t o g e t h e r  and I d o n ’ t  see z e r o  
i n f l a t i o n .  b u t  I d o n ’ t  see 4-112 p e r c e n t  head ing  towards  1 4  p e r c e n t
e i t h e r .  Thank you.  

CHAIRMAN GREENSPAN. P r e s i d e n t  C o r r i g a n .  

V I C E  CHAIRMAN CORRIGAN. Well, Mr. Chairman, I t h i n k  w e ’ l l  
p robab ly  g e t  a l i t t l e  b e t t e r  s e n s e  of t h i n g s  when we g e t  back  t o  work 
i n  e a r n e s t  i n  September and b u s i n e s s e s  s t a r t  do ing  t h e i r  p l a n n i n g  f o r  
1988.  B u t ,  a s  I l o o k  a t  t h i n g s  r i g h t  now. f i r s t .  I t h i n k  t h a t  t h e  
o u t l o o k  f o r  t h e  economy i s  b e t t e r - - n o t  t h a t  I t h o u g h t  t h a t  it was a l l  
t h a t  bad t o  b e g i n  w i t h .  And second.  I have t o  conc lude  t h a t  t h e  
i n f l a t i o n  r i s k s  have r i s e n .  I n  terms of t he  “body e n g l i s h “  t h a t  c a n  
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be p u t  on t h a t ,  some can  s a y - - a s  I t h i n k  Mike P r e l l  d i d  a l o n g  t i m e  
a g o - - t h a t  one way t o  l o o k  a t  i t  i s  s imply  w i t h  a h i g h e r  d e g r e e  of  
conf idence  t h a t  someth ing  approaching  3 p e r c e n t  r e a l  growth cou ld  be  
r e a l i z e d .  I would s imply  add t h a t ,  i n  t h e  c u r r e n t  c i r c u m s t a n c e s ,  I do 
t h i n k  we have t o  keep i n  mind t h a t  someth ing  l i k e  t h e  s t a f f  f o r e c a s t  
f o r  r e a l  growth i s n ' t  f a r  f rom what i s  o p t i m a l ,  c o n s i d e r i n g  t h e  need 
t o  e f f e c t  t h e  e x t e r n a l  a d j u s t m e n t s  t h a t  we have a l l  been t a l k i n g  about  
and t o  m a i n t a i n  some hope t h a t  t h e  i n f l a t i o n a r y  p r o c e s s  does  n o t  g e t  
away from u s ,  a s  a number of  peop le  have s u g g e s t e d .  

On t h i s  a l l - i m p o r t a n t  q u e s t i o n  of t h e  e x t e r n a l  a d j u s t m e n t .
f o r  what i t ' s  w o r t h ,  t h e  New York s t a f f  f o r e c a s t  i s  a l i t t l e  s t r o n g e r
o v e r a l l  i n  r e a l  G N P .  I n t e r e s t i n g l y  enough. i t  i s  a l s o  one i n  which 
t h e r e  i s  no assumpt ion  o f  f u r t h e r  d o l l a r  d e p r e c i a t i o n  i n  1988,  b u t  
d e s p i t e  t h a t ,  we g e t  a b e t t e r  showing i n  t h e  t r a d e  accoun t  and t h e  
c u r r e n t  accoun t  i n  nominal terms and end up a t  abou t  t h e  same p l a c e  i n  
r e a l  t e r m s .  Now, t h e  r e a s o n s  f o r  t h o s e  d i f f e r e n c e s ,  I t h i n k ,  a r e  
i m p o r t a n t .  One i s  t h a t  we do have s l i g h t l y  s t r o n g e r  g r o w t h - - n o t  a 
gangbus te r  pace by any means - -bu t  m a r g i n a l l y  s t r o n g e r  growth i n  t h e  
non-U.S.  i n d u s t r i a l i z e d  world t h a n  i s  i n  t h e  s t a f f  f o r e c a s t .  A second 
f a c t o r ,  o f  c o u r s e ,  i s  t h a t  w i t h o u t  t h e  second o r  t h i r d  J - c u r v e  e f f e c t ,  
t h e  nominal  e f f e c t s  work i n  t h e  r i g h t  d i r e c t i o n .  And f i n a l l y ,  we do 
have U.S. e x p o r t  p r i c e s  go ing  up more r a p i d l y  t h a n  t h e  s t a f f  f o r e c a s t  
d o e s .  Each one o f  t h o s e ,  o b v i o u s l y ,  i s  a b i g  " i f "  and.  t a k e n  
t o g e t h e r ,  t h e y  a r e  a l o t  o f  " i f s " .  But t h e  key p o i n t  i s  t h a t  t h e y  do 
s u g g e s t  a t  l e a s t  t h e  p o s s i b i l i t y  t h a t  you cou ld  g e t  an outcome t h a t  i s  
b e t t e r  i n  nominal  terms and abou t  t h e  same i n  r e a l  t e r m s .  w i t h o u t  
hav ing  t o  r e l y  on a f u r t h e r  d e p r e c i a t i o n  of  t h e  d o l l a r ,  w i t h  i t s  
i n f l a t i o n a r y  i m p l i c a t i o n s  and t h e  r i s k ,  of c o u r s e ,  t h a t  f u r t h e r  
d e p r e c i a t i o n  o f  t h e  d o l l a r  cou ld  g e t  away from u s .  I t h i n k  t h a t  i s  
i m p o r t a n t  f o r  a n o t h e r  r e a s o n .  I t e n d  t o  l o o k  a l o t  a t  what I c a l l  "a  
domes t i c  s a v i n g s  gap" i n  t r y i n g  t o  f i g u r e  o u t  where we a r e  i n  terms of  
c a p i t a l  and s a v i n g s  r e q u i r e m e n t s .  A s  t h i n g s  s t a n d  r i g h t  now. and 
assuming a F e d e r a l  budget  d e f i c i t  i n  1988 somewhere i n  t h e  $150 t o  
$160 b i l l i o n  r a n g e ,  t h e  f a c t  of  t h e  m a t t e r  i s  t h a t  we have made 
p r e c i o u s  l i t t l e  p r o g r e s s  i n  r e d u c i n g  t h e  s o - c a l l e d  domest ic  s a v i n g s  
gap .  If t h e  budget  d e f i c i t  n e x t  y e a r  i s  i n  t h a t  $150-$160 b i l l i o n  
r a n g e ,  and if t o t a l  n e t  p r i v a t e  inves tmen t  i s  o n l y  abou t  5 p e r c e n t  of  
t h e  G N P .  which i s  d a r n  s m a l l ,  t h e  s a v i n g s  gap r e l a t i v e  t o  GNP i s  s t i l l  
go ing  t o  be 2 - 1 / 2  p e r c e n t  o r  more of GNP.  I t  i s  s t i l l  go ing  t o  be 
$145 o r  $150 b i l l i o n  i n  a b s o l u t e  t e r m s - - n o t  down a t  a l l  from i t s  peak
i n  1985 o r  1986.  S o ,  t h a t  fundamental  d i s e q u i l i b r i u m  i s  s t i l l  t h e r e .  
I n  f a c t .  it h a s  n o t  improved much a t  a l l ,  d e s p i t e  t h e  r e d u c t i o n s  t h a t  
we have s e e n  i n  t h e  budget  d e f i c i t .  because  t h e  s a v i n g  r a t e  f o r  t h e  
economy a s  a whole has  s l i p p e d  o f f  i t s  peaks  of  1985 and 1 9 8 6 - - n o t  
d e c i s i v e l y .  b u t  enough s o  t h a t  t h e  problem, b o t h  i n  r e l a t i v e  and 
a b s o l u t e  terms, i s  s t i l l  v e r y  much w i t h  u s  t h roughou t  t h e  f o r e c a s t  
p e r i o d .  That  i n  i t s e l f  s a y s  t o  me t h a t  w e  have t o  be e s p e c i a l l y
c a u t i o u s ,  because  one way o r  a n o t h e r  t h a t  r e s i d u a l  i s  go ing  t o  have t o  
be f i l l e d  from ab road .  if i n t e r e s t  r a t e s  and exchange r a t e s  a r e  go ing  
t o  remain c o n s i s t e n t  w i t h  t h e  k i n d  of  economic p r o f i l e  t h a t  t h e  
f o r e c a s t s  a r e  t a l k i n g  a b o u t .  

On t h e  i n f l a t i o n  q u e s t i o n ,  I can  be v e r y  b r i e f  and s imply  s a y
t h a t  a number of u s .  i n c l u d i n g  m y s e l f ,  have f r e t t e d  i n  t h e  p a s t  abou t  
c r o s s i n g  t h a t  t h r e s h o l d  of 4 p e r c e n t  i n  t h e  d e f l a t o r  and 5 p e r c e n t  i n  
t h e  consumer p r i c e  i n d e x :  and it seems t o  me t h a t  t h e  consensus  view.  
though n o t  t h e  u n i v e r s a l  v iew.  among p r i v a t e  economis t s  and o t h e r s  i s  
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t h a t  we  a r e  t h e r e .  T h a t ,  I t h i n k ,  i s  t h e  r e a l i t y .  A s  t h i n g s  s t a n d  
r i g h t  now, I can  p o s t u l a t e  c o n d i t i o n s  t h a t  would produce a r e s u l t  
b e t t e r  t h a n  t h a t ,  b u t  I c e r t a i n l y  d o n ’ t  t h i n k  t h a t  t h o s e  a r e  t h e  
l i k e l y  outcome. I n d e e d ,  I guess  I ’ d  be on t h e  s i d e  t h a t  s a y s  t h a t  I 
cou ld  a l s o  p o s t u l a t e  c o n d i t i o n s  i n  which ,  heaven f o r b i d ,  we cou ld  f i n d  
o u r s e l v e s  l o o k i n g  a t  5 p e r c e n t  on t h e  d e f l a t o r  and 6 p e r c e n t  i n  t h e  
consumer p r i ce  i n d e x .  If w e  g e t  t o  t h a t  p o i n t ,  t h e n  w e  a r e  l o o k i n g  a t  
a s i t u a t i o n  t h a t  i n e v i t a b l y  c a r r i e s  w i t h  it t h e  r i s k s  o f  h i g h l y
d e s t a b i l i z i n g  consequences  f o r  t h e  r e a l  economy h e r e  and around t h e  
wor ld .  Indeed ,  I t h i n k  t h e  l e s s o n s  o f  t h e  p a s t  a r e  c l e a r :  if you w a i t  
t o  s e e  t h a t  k ind  o f  problem s t a r i n g  you i n  t h e  f a c e ,  t h e  c o s t s  o f  
unwinding it a r e  go ing  t o  be e x p o n e n t i a l l y  g r e a t e r  t h a n  t h e  c o s t s  of 
check ing  it i n  t h e  f i r s t  p l a c e .  

CHAIRMAN GREENSPAN. Governor H e l l e r .  

MR. HELLER. Thank you.  Mr. Chairman. I t h i n k  t h e  o v e r a l l  
numbers,  which a r e  r a t h e r  s a t i s f a c t o r y ,  a r e  good n o t  because  t h e  
a g g r e g a t e  economy i s  r e a l l y  good, b u t  because  t h e  s e c t o r s  which have 
been weak s o  f a r  a r e  t h e  s e c t o r s  t h a t  a re  p i c k i n g  u p .  If you keep
t h a t  i n  mind,  I t h i n k  t h e  i n f l a t i o n  p i c t u r e  a l s o  w i l l  l o o k  a l i t t l e  
d i f f e r e n t  t h a n  it does  when l o o k i n g  a t  t h e  a g g r e g a t e  economy a s  a 
whole.  We a r e  e l i m i n a t i n g  t h e  s e c t o r a l  imbalances  i n  t r a d e  and i n  t h e  
government s e c t o r  a s  w e l l  a s  i n  t h e  r e g i o n a l  s e c t o r s  t h a t  were p o i n t e d  
o u t  b e f o r e .  O v e r a l l ,  I t h i n k  t h a t  makes f o r  a h e a l t h i e r  economy
b e c a u s e ,  i n  e s s e n c e ,  we a r e  p u l l i n g  t h e  weak s e c t o r s  up w i t h o u t  r e a l l y
h u r t i n g  t h e  s t r o n g  s e c t o r s  a t  t h e  p r e s e n t  t i m e .  Consumers a r e  s t i l l  
moving forward  b u t  a t  a r a t h e r  subdued 4 - 1 / 2  p e r c e n t  pace  i n  t h e  
o v e r a l l  f o r e c a s t .  And I a g r e e  w i t h  what P r e s i d e n t  Mor r i s  s a i d  
e a r l i e r :  t h a t  t h e  inves tmen t  p i c t u r e  may a c t u a l l y  be  a l i t t l e  b e t t e r  
t h a n  t h e  numbers o f  3 . 8  t o  4 . 2  p e r c e n t  n e x t  y e a r  s u g g e s t .  I ’ d  be 
s l i g h t l y  more o p t i m i s t i c  t h e r e ,  b u t  n o t  a l l  t h a t  much. On t h e  e x p o r t
f r o n t ,  I t h i n k  a l s o  t h a t  o u r  growth w i l l  be s u s t a i n e d  i n  t h e  doub le -
d i g i t  a r e a :  1 2  p e r c e n t  i n  t h e  Greenbook i s  c e r t a i n l y  sounding  good. 

Turn ing  t o  t h e  p r i c e  a r e a ,  because  w e ’ r e  hav ing  t h a t  p ickup 
i n  s e c t o r s  t h a t  p r e v i o u s l y  were v e r y  subdued,  w e  shou ld  n o t  e x p e r i e n c e
t h e  b u r s t  i n  p r i c e s  t h a t  would b e  a s s o c i a t e d  wi th  a n  o v e r a l l  P h i l l i p s  
c u r v e .  T h e r e f o r e ,  I a l s o  t h i n k  t h e  employment g a i n s  which have been 
ach ieved  a r e  i n  a r e a s  and i n  s e c t o r s ,  such  as  manufac tu r ing  and 
a g r i c u l t u r e ,  t h a t  were p r e v i o u s l y  v e r y .  v e r y  d e p r e s s e d  i n d e e d .  
O v e r a l l ,  I t h i n k  t h e  p roduce r  p r i ce  i n d e x .  a s  h a s  been  p o i n t e d  o u t ,  i s  
r a t h e r  s t a b l e .  And I a g r e e  w i t h  what M r .  C o r r i g a n  j u s t  s a i d :  t h e  
f i n a l  u s e r  p r i c e s ,  t h e  GNP p r i c e s ,  a r e  d r i f t i n g  up a t  a 4 . 5  p e r c e n t  
r a t e .  But t h e n  a g a i n  we have t o  a s k  o u r s e l v e s - - t h i s  r e a l l y  shou ld  be 
r e s e r v e d  f o r  t h e  n e x t  p a r t  o f  our  d i s c u s s i o n ,  b u t  l e t  me b r i n g  it u p - ­
if we’ re  h a v i n g  monetary growth r i g h t  now o f  5 p e r c e n t  and w e ’ r e  
hav ing  p r i c e  i n c r e a s e s  of 4 t o  5 p e r c e n t ,  what does  t h a t  mean f o r  t h e  
r e a l  economy i f  you want t o  make t h a t  e q u a t i o n  s q u a r e ?  I c e r t a i n l y  
d i s a g r e e  w i t h  t h e  view of t h e  world t h a t  we’ re  hav ing  a z e r o  growth.
So someth ing  e l s e  w i l l  have  t o  g i v e .  E i t h e r  w e  have  t o  produce a l o t  
more money o r  p r i c e  i n c r e a s e s  w i l l  n o t  be  s u s t a i n e d  a t  a v e r y  h e a l t h y  
c o n s o l i d a t i o n  phase  o f  t h e  economy: and I d o n ’ t  r e a l l y  s e e  v e r y  major
r i s k s  on e i t h e r  s i d e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Guffey.  
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MR. GUFFEY. Thank you,  Mr. Chairman. I ' v e  a l r e a d y  made 
comments w i t h  r e s p e c t  t o  o u r  o u t l o o k  and our  g e n e r a l  agreement  w i t h  
t h e  Greenbook f o r e c a s t .  I ' d  l i k e  t o  make t h i s  v e r y  b r i e f ,  i n  view of 
t h e  t i m e .  The r e g i o n a l  economy t h a t  w e ' r e  e x p e r i e n c i n g  i n  t h e  Tenth  
D i s t r i c t  h a s  some p o s i t i v e  o u t l o o k  t o  it i n  t h e  s e n s e  t h a t ,  a s  o t h e r s  
have a l r e a d y  commented. t h e  a g r i c u l t u r a l  s e c t o r  i s  hav ing  and w i l l  
have one of i t s  b e s t  y e a r s .  w i t h  t h i s  major  r i s e  i n  n e t  farm income. 
There  h a s  been a good c r o p .  The r e d  meat i n d u s t r y  i s  i n  v e r y .  v e r y
good shape .  A s  a r e s u l t ,  t h e r e  h a s  been some u p t i c k ,  o r  a t  l e a s t  
modest t u r n a r o u n d ,  i n  what had been f a l l i n g  a g r i c u l t u r a l  l a n d  v a l u e s .  
One s u r v e y  shows t h a t  f r o m  t h e  f i r s t  q u a r t e r  t o  t h e  second q u a r t e r ,  
a g r i c u l t u r a l  l a n d  v a l u e s  have i n c r e a s e d  abou t  1-1/2 p e r c e n t :  and 
t h a t ' s  t o  be  c o n t r a s t e d  w i t h  a l o n g  p e r i o d  o f  d e c l i n i n g  l a n d  v a l u e s .  
I would j u s t  n o t e ,  however.  t h a t  t h e  s a l e s  t h a t  have t r a n s l a t e d  i n t o  
t h a t  g r e a t e r  l a n d  v a l u e  number a r e  one of two k i n d s :  1) c a s h  
t r a n s a c t i o n s  i n  which n e i g h b o r i n g  p roduce r s  a r e  p i c k i n g  up d e p r e s s e d  
o r  t r o u b l e d  l a n d  ownersh ip :  o r  2 )  t h e  Farm C r e d i t  System i s  o f f e r i n g  
v e r y  a t t r a c t i v e  f i n a n c i n g  r a t e s  t o  move l a n d  of f  of t h e i r  books i n  
o r d e r  t o  avo id  any a d d i t i o n a l  l o s s .  I would j u s t  n o t e  t h a t .  a s  a 
r e s u l t  o f  t h i s ,  t h e  marg ins  i n  t h e  p r o d u c t i o n  of r e d  meat a r e  v e r y
good a t  t h e  moment. However, t h e  i n v e n t o r y  i s  b e g i n n i n g  t o  b u i l d ,  and 
we would e x p e c t  t h a t  t h e r e  would be l i t t l e  o r  no a d d i t i o n a l  p r e s s u r e  
on p r i c e s  f rom t h e  food s e c t o r  a s  a r e s u l t  o f  t h e  [ u n i n t e l i g i b l e l - - n o  
r e a l  hope o f  i n c r e a s e d  commodity p r i c e s  e i t h e r  i n  terms of c r o p s  o r  
r e d  meat .  L a s t l y ,  t h e r e  i s  some opt imism b e i n g  g e n e r a t e d  i n  t h e  
ene rgy  s e c t o r .  There  i s  some d r i l l i n g  now t a k i n g  p l a c e ;  t h e  r i g  coun t  
i s  up modes t ly  f rom a month o r  two ago .  S o ,  p s y c h o l o g i c a l l y .  g iven
what w e  s e e ,  w e  would e x p e c t  t h i n g s  t o  c o n t i n u e  t o  improve b u t  a t  a 
v e r y  s low r a t e .  I n  t h e  commercial  r e a l  e s t a t e  a r e a ,  w e  have 
o v e r b u i l d i n g  i n  Denver ,  Oklahoma C i t y ,  and T u l s a ,  which i s  d e p r e s s i n g
t h a t  m a r k e t ;  and t h o s e  c o n d i t i o n s ,  o b v i o u s l y ,  r o s e  o u t  of  t h e  
d e p r e s s e d  c o n d i t i o n s  of a g r i c u l t u r e  and energy  t h a t  t h e y  depend on 
g r e a t l y .  We b e l i e v e  t h i n g s  a r e  l o o k i n g  up. b u t  we have a l o n g  upward
p u l l  t o  g e t  back  t o  b e t t e r  c o n d i t i o n s  t h a n  we have now. 

CHAIRMAN GREENSPAN. P r e s i d e n t  Melzer .  

MR. MELZER. I wanted t o  p a s s  on j u s t  one p i e c e  of a n e c d o t a l  
i n f o r m a t i o n  t h a t  b e a r s  t o  some e x t e n t  on what J e r r y  and Bob Heller 
were s a y i n g :  one bus inessman i n  o u r  D i s t r i c t  i n  t h e  shoe  b u s i n e s s  
ment ioned t o  m e  t h a t  t h e y ' r e  runn ing  a t  e s s e n t i a l l y  100 p e r c e n t  o f  
c a p a c i t y  now. I s e n s e  t h a t ' s  c l o s e  t o  t r u e  i n  t e x t i l e s ,  and .  a t  l e a s t  
i n  some r e s p e c t s ,  i n  t h e  s t ee l  a r e a .  So I mention t h a t .  I guess  what 
conce rns  me, when you t h i n k  abou t  t h i s  e x t e r n a l  ad jus tmen t  p r o c e s s
t h a t  J e r r y  t a l k e d  a b o u t .  i s  t h a t  w e  s h u t  down c a p a c i t y  so  q u i c k l y  ove r  
t h i s  p e r i o d  o f  y e a r s  t h a t  I t h i n k  w e  a r e  bumping up a g a i n s t  c a p a c i t y
c o n s t r a i n t s  i n  t h o s e  i n d u s t r i e s  a l o t  soone r  t h a n  anybody cou ld  have 
a n t i c i p a t e d .  I asked  a l o g i c a l  f o l l o w - u p  q u e s t i o n  t o  t h i s  e x e c u t i v e :  
"Wel l ,  a r e  you go ing  t o  expand c a p a c i t y ? "  I n  t h a t  c a s e .  t h e y  have 
c l o s e d  f a c i l i t i e s  t h a t  t h e y  cou ld  p robab ly  reopen  w i t h o u t  a major
c a p i t a l  i n v e s t m e n t .  Bu t .  b a s i c a l l y .  t h e  message was t h a t  c h i e f  
e x e c u t i v e  o f f i c e r s  and f i n a n c i a l  o f f i c e r s ,  hav ing  been th rough  t h i s  
p e r i o d  o f  s h u t t i n g  c a p a c i t y  down f o r  s o  l o n g .  a r e  go ing  t o  be v e r y
s low t o  make t h e  i n v e s t m e n t  t o  r eopen .  A s  a r e s u l t ,  even  i n  t h e s e  
i n d u s t r i e s  t h a t  have been d e p r e s s e d ,  I t h i n k  t h e  p r e s s u r e s  on t h e  
l a b o r  marke t s  a r e  a p t  t o  b u i l d  a l o t  f a s t e r .  because  t h e  inves tmen t  i s  
n o t  go ing  t o  f o l l o w  a s  q u i c k l y  a s  it might  have i n  a more o r d e r l y  
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period. if you will. I wanted to pass that on: I thought that was 

interesting. 


CHAIRMAN GREENSPAN. Governor Kelley. 


MR. KELLEY. Thank you. Mr. Chairman. I’d like to spend just 
a second on a little different perspective. There has been a very
good staff forecast and a lot of very good comment on it. But it 
might be worthwhile to put our attention just a little on whether or 
not there may be some very fundamental long-range changes running
underneath the surface of the world economy and our economy. If 
there’s an analogy there. it may be what happens in the sea: you have 
the Gulf stream running up the East Coast from south to north: the 
storms come and go and calms come and g o :  and the tide shifts back and 
forth with the Gulf stream still running north up the coast. It kind 
of dominates everything in the long run. I wonder if there’s any of 
that effect going on in the world economy. I see several things out 
there that could be fundamentally deflationary in the long term. 
That’s not to quarrel with the kind of forecast that we’re seeing here 
over the forecast period. But it seems to me that if we can avoid 
falling into the protectionist sinkhole--andmaybe we won’t--that 
there is a super abundance of pretty capable labor across the world 
that’s waiting to produce, and it’s currently grossly underemployed.
And there’s capital that’s mobile enough t o  get there to set up
factories and economic capabilities. and do whatever is necessary to 
employ that still quite low-cost labor. And we’re going to be 
competing with that labor. In a great many commodity areas there is a 
worldwide abundance of capacity. Absent political events, there’s 
plenty of energy for the next few years at least. The world is coming
into a surplus of farm commodity production on an aggregate basis: 
there are lots of metals. and so forth. The third factor may be that 
it probably was inflationary to increase the enormous levels of 
international debt that we now are struggling with, but it probably is 
going to be deflationary to try and service that debt, now that we 
have it. There’s a lot of pressure on a lot of economies to produce
in order to earn foreign exchange to try to service their debt. So 
there are some things out there which seem to me to possibly be 
exerting a [unintelligible] deflationary effect. And. while I see the 
pressures that we have over the forecast period, and I would not 
quarrel with those, I think that maybe these long-run deflationary
effects under the surface might damp that, as they play through in the 
inflation numbers. 

CHAIRMAN GREENSPAN. Mr. Boehne. do you have any comments 

you’d like to make at this time? 


MR. BOEHNE. No. I have none. 


CHAIRMAN GREENSPAN. I’d like to make just a few 
observations. We spent all morning, and no one even mentioned the 
stock market, which I find quite interesting in itself. I think it’s 
important in the sense that as an economic force, history tells us 
sometimes it works, and sometimes it doesn’t. It’s conceivable to me,
however. that this may be one of the times in which we may begin to 
see some opening up in the capital goods markets. It’s very d u l l :  
appropriations are not expanding at a rapid rate, but they are 
expanding. And I think what the new orders are showing is a mixed 
bag. Mike mentioned that there may be some exports in those orders, 
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but we also may be seeing an increase in the share of the total 

domestic capital investment markets because. remember, those figures 

are orders at domestic facilities only. And the one thing that seems 

to be appearing in the numbers, in real terms. is that irrespective of 

the nominal trade figures, the share of capital investment coming from 

abroad has been increasing dramatically, although it’s now beginning 

to taper off. That will create a much stronger set of new orders 

figures for equipment, as we see in the aggregate appropriation

numbers and the aggregate investment numbers. I’m a little concerned 

that we may be looking at more than the opening up in this area that 

the staff numbers show, in part. because I think profit figures are 

moving fairly quickly. The ability to pass through prices is another 

way of saying margins are opening up. And we are beginning to see 

very clear evidence in a number of areas that we are picking up some 

form of potentially significant profit expansion. That would lead me 

to conclude that we could very well be running into trouble at these 

monetary aggregate levels: but my impression is--atleast my hope is-­ 

to get to it a little later. But we may be looking at the 

possibilities of a turn in velocity numbers at this stage. I think 

the presumption that velocity will stay somewhere down in this area, 

or even approximate the staff forecast, may be wishful thinking. I 

think there is more of a potential on the inflation side. on the 

nominal GNP side. at fairly low credit and monetary aggregate

expansion than I think we’re willing to admit, if for no other reason 

than I think we’re merely projecting the most recent past. I think 

that is turning: and if it turns, we’ll have some possibly significant

difficulties. 


On the exchange rate question. even though the staff 

forecast, as I understand it, has implied profit margins on imported

goods flat at very low levels--meaningthat the import prices of goods

shipped into the United States are essentially reflecting very little 

change in profit margins--1think history tells us that that doesn’t 

happen often either. The evidence suggests that, from these levels,

the likelihood is for more of an increase in those margins--meaningan 

increase in import prices relative to the exchange rate. What I 

conclude from all this myself is that, while the staff forecast is in 

a way the most likely forecast, I’d be inclined to suppose that the 

risks are clearly on the upside, both on volume and on price. And my

last forecast is that that’s likely to be the way Mike will come out 

the next time around. 


MR. KELLEY. I wouldn’t be surprised. 


MR. HELLER. Got the message? 


. MR. ANGELL. Sometimes he’s hard to influence. 

CHAIRMAN GREENSPAN. In case there’s any doubt. I think the 

real world is going to influence him. If there are no further 

comments on the economic outlook, let’s move on to Mr. Kohn. 


MR. KOHN. [Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Thank you. Why don’t we break until 10 

minutes to 12. 


[Coffee break] 
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CHAIRMAN GREENSPAN. A s  w e  s i t  here ,  t h e  d o l l a r  seems t o  h e  
d r o p p i n g .  Maybe we ought  t o  a d j o u r n  f o r  a w h i l e .  I would l i k e  t o  open
t h e  f l o o r  now f o r  a g e n e r a l  p o l i c y  d i s c u s s i o n  and some i n d i c a t i o n s  on 
t h e  d i r e c t i v e  and bor rowing  r e q u i r e m e n t s  and any tilt t h a t  you would 
l i k e  t o  e x p r e s s  a s  w e  go on .  The Vice Chairman s t a r t s  o f f .  

V I C E  CHAIRMAN CORRIGAN.  Thank you,  M r .  Chairman. I can  be  
r a t h e r  b r i e f .  A s  I s a i d  e a r l i e r ,  i n  t h e  t o t a l i t y  o f  c i r c u m s t a n c e s  
t h a t  we f a c e ,  I v iew someth ing  l i k e  t h e  s t a f f  f o r e c a s t  a s  abou t  a s  
c l o s e  t o  o p t i m a l  a s  w e  can  g e t  r i g h t  now. But I a l s o  r e g a r d  t h e  r i s k s  
i n  t h a t  f o r e c a s t  a s  b e i n g  s t r o n g l y  asymmetr ica l  on t h e  s i d e  of t h e  
economy b e i n g  s t r o n g e r  and t h e  i n f l a t i o n  r a t e  b e i n g  h i g h e r .  Because I 
have t h a t  view a s  t o  t h e  asymmetr ies  of t h e  s i t u a t i o n ,  and because  I 
r e g a r d  t h e  r i s k s  of t h a t  t y p e  of an outcome t o  be  p o t e n t i a l l y  so  
s e v e r e ,  I would f a v o r ,  a t  t h i s  p o i n t ,  a modest move i n  p o l i c y  t h a t  
would t a k e  t h e  borrowing  l e v e l  t o  $600 m i l l i o n - i n  o t h e r  words ,  
someth ing  between "B"  and " C " .  I t ' s  n o t  t h a t  I t h i n k  t h a t  k ind  of  a 
move i n  and o f  i t s e l f  i s  go ing  t o  be d e c i s i v e :  h u t  I do t h i n k  t h a t  it 
w i l l  be  enough o f  a move t o  show th rough  i n  t h e  m a r k e t p l a c e ,  and t o  
convey a s e n s e  of  conce rn  on the  p a r t  of t h i s  Committee a s  t o  t h e  
p o t e n t i a l  f o r  t h i n g s  working i n  a n  a d v e r s e  way. I s e e  t h a t  k ind  of an 
approach  a s  r e l a t i v e l y  r i s k - f r e e  i n  t h a t  t h e  i n i t i a l  change t h a t  it 
would c a r r y ,  whether  i n  terms of i n t e r e s t  r a t e s  o r  t h i n g s  l i k e  t h a t ,  
i s  i n c o n s e q u e n t i a l  a s  f a r  a s  t h e  f o r e c a s t  f o r  t h e  economy i s  
conce rned .  I do n o t  r e g a r d  s i g n a l  v a l u e  a s  b e i n g  i n c o n s e q u e n t i a l .  
S o ,  on t h e  t h e o r y  t h a t  a s t i t c h  i n  t i m e  may indeed  be worth n i n e ,  I 
would proceed  a l o n g  t h o s e  l i n e s .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Boehne. 

MR. BOEHNE. M r .  Chairman. I t h i n k  t h a t  t h e r e  i s  a c a s e  t o  be 
made f o r  some t i g h t e n i n g  f o r  a l l  t h e  r e a s o n s  t h a t  have been s t a t e d :  
t h e  r i s k  o f  i n f l a t i o n  i n  t h e  economy and a l s o  t h e  h i s t o r y  o f  p robab ly
w a i t i n g  t o o  l o n g .  I am n o t  ready  t o  make t h a t  move a t  t h i s  p o i n t .  I 
have enough d o u b t s .  and I t h i n k  t h e r e  a r e  enough u n c e r t a i n t i e s .  abou t  
t h e  o u t l o o k  f o r  i n f l a t i o n  and o t h e r  a s p e c t s  of t h e  economy. The 
s e n t i m e n t  around t h i s  t a b l e  h a s  f l u c t u a t e d  a good b i t  i n  r e c e n t  
months.  and I t h i n k  w e  v e r y  w e l l  may he  head ing  i n t o  a p e r i o d  where 
some t i g h t e n i n g  i s  a p p r o p r i a t e ;  h u t  I t h i n k  it i s  premature  a t  t h i s  
p o i n t .  I would f a v o r  a d i r e c t i v e  t h a t  would m a i n t a i n  t h e  $500 m i l l i o n  
of  bo r rowing ,  someth ing  a l o n g  t h e  l i n e s  o f  a l t e r n a t i v e  B .  However, I 
would g i v e  t h e  d i r e c t i v e  a n  a symmet r i ca l  tilt i n d i c a t i n g  t h a t  if 
p o l i c y  needs  t o  be changed i n  t h e  i n t e r m e e t i n g  p e r i o d ,  t h a t  w e  would 
more l i k e l y  l e a n  i n  t h e  d i r e c t i o n  of  some snugging  t h a n  some e a s i n g .  
S o ,  I would be  f o r  no change ,  a l t e r n a t i v e  B ,  w i t h  some asymmet r i ca l  
wording t h a t  would t ilt  it i n  t h e  d i r e c t i o n  o f  some t i g h t e n i n g ,  shou ld  
a change he  n e c e s s a r y .  

CHAIRMAN GREENSPAN. P r e s i d e n t  F o r r e s t a l .  

MR. FORRESTAL. M r .  Chairman. I was go ing  t o  s a y  t h a t ,  
o r d i n a r i l y .  I would have been i n  f a v o r  o f  some s l i g h t  t i g h t e n i n g ,  b u t  
I a l s o  was go ing  t o  s a y  t h a t  I would be  r e l u c t a n t  t o  do t h a t  i n  l i g h t
of t h e  d o l l a r ' s  s t r e n g t h  i n  t h e  f o r e i g n  exchange marke t .  However, 
g iven  what you have j u s t  s a i d .  pe rhaps  my t h i n k i n g  w i l l  change a 
l i t t l e .  I a l s o  was go ing  t o  s a y  t h a t  I t h o u g h t  t h e  s t r e n g t h  o f  t h e  
d o l l a r  was t empora ry ,  s o  I guess  t h e  marke t s  a r e  p rov ing  m e  r i g h t  i n  
advance .  Given my view abou t  t h e  economy and what I s e e  a s  t h e  
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potential for more inflation. particularly in early 1988, I think that 
we probably should make the move now, recognizing that there are some 
uncertainties in that forecast. I wouldn't want to do anything very
dramatic, but I would opt for what I would describe as alternative 
B-plus with borrowing at about the $600 million level. That implies
that I am willing to accept M2 growth that is below its range for the 
year: and I think it is pretty doubtful that we would be able to get
it up to the bottom of the range in any case. unless we did a very
pronounced easing of policy. I am willing to accept lower than 
intended growth. certainly, in preference to easing policy at this 
time. As far as the directive is concerned, I would suggest that we 
tilt slightly toward firming and keep an asymmetric directive that 
would enable us  to firm even more, if circumstances required. As for 
the various clauses that the staff has indicated in the Bluebook, I 
would stress the indications of inflationary pressures and general
business activity the most and downgrade the dollar. Also, I would 
keep that sentence in the directive that would allow for greater M2 
and M3 growth--thatwe would tolerate that if it occurred. 

CHAIRMAN GREENSPAN. I would like to raise a point with 

respect to that. This directive goes through a very short period of 

time. And I'd raise the question as to whether or not it is really an 

operational directive at all. because by the time this is actually

something that is likely to happen. we are beyond the period which we 

are focusing on, with respect to policy in any event. That's at least 

my view: I don't know how the rest of you read that. 


MR. JOHNSON. Sounds like a good case for early release. 


MR. BOEHNE. I'm sorry. Mr. Chairman, I guess I don't 

understand the point that you are making. 


CHAIRMAN GREENSPAN. Well. I am referring to the sentence 

"Somewhat faster growth in the broader aggregates would be acceptable

in the absence of indications of worsening price pressures and 

substantial weakness in the dollar, given the shortfall of these 

aggregates from their annual averages." What I am basically saying is 

that we are not going to learn a great deal more about what those 

aggregates are doing between now and the termination of the time frame 

to which this directive applies. So. I am not quite certain whether 

the directive has any operational significance because of the 

shortness of the time frame. 


MR. MORRIS. [Unintelligible] with respect to the aggregates,

not interest rates. 


CHAIRMAN GREENSPAN. Oh, no, no. Just the aggregates. 


MR. MELZER. I read that. at one point. to mean the opposite

of what it is intended to mean. I think it could be interpreted that 

way. If you were worried about the slow growth, you might actually 

encourage-. 


MR. STERN. It seems to me, if anything, that is certainly 

too open-ended the way it is currently written. 


CHAIRMAN GREENSPAN. That is all I meant. President Parry. 
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MR. PARRY. Mr. Chairman, I believe a strong case can be made 
for alternative C and I would characterize that. at least in terms of 
anticipated effects on interest rates, as being a small move. In 
July, several Committee members expressed the view that a tighter
policy would be necessary in the coming months and I think 
developments since then strengthen that view. Most data released 
since our last meeting suggest that the economy and inflationary 
pressures are picking up. Inflation in the first half was over 4 
percent and real growth was at a very strong 3-1/2 percent rate. Data 
that we have seen so far on economic activity in July--particularly
employment data. retail sales, industrial production--indicatethat 
the economy remains strong in the current quarter. Given that it 
takes a long time for our actions to affect inflation, I believe we 
should make a policy adjustment. If we delay much longer, until 
inflation has really gained momentum. more severe action will be 
required to bring inflation under control. For those reasons I would 
support the adoption of alternative C as presented by the staff. 

CHAIRMAN GREENSPAN. 


MR. PARRY. $700 million. 


$700 million on borrowings. 


CHAIRMAN GREENSPAN. President Morris. 


MR. MORRIS. Well. Mr. Chairman, I would support Mr. 

Corrigan's formulation of a modest tightening--a $600 million 

borrowing level. I think that we might need to move further in the 

event we get a period of pronounced weakness in the dollar. There has 

been so much talk in the foreign exchange market about the 

inevitability of a further leg down in the dollar that that seems to 

be the conventional wisdom. For that reason, this recent weakness in 

the dollar has the potential, I think. of generating a test of the 

earlier lows: that's just potential: I am not forecasting that. If 

that should turn out to be the case, we probably would have to make 

another move prior to the next meeting. But I think the evidence of 

greater strength in the economy would certainly support a modest move 

at this time of the sort that Mr. Corrigan outlined. 


MR. ANGELL. It seems to me that we need to remind ourselves 

that these minutes will be published six weeks from now. around the 
time of the next meeting. It just seems to me that we ought to be 
somewhat careful about making asymmetric statements when there is this 
much uncertainty. I think the real question is what do we do, not the 
question of symmetric or asymmetric. I would prefer a symmetric "B". 
Now, that puts me at the far end of those who have been speaking so 
far. I do believe that the monetary aggregate growth paths are quite
different from those we had in the period that led to the price 
pressures we are now seeing: and I think it is a mistake for us to 
react with the monetary aggregates behaving in this nice 2 to 4 
percent growth range. which might very well be the right path for the 
long run. Yet, as you anticipated, Mr. Chairman, and I would agree
with you. we do have this change in velocity. It would be a mistake 
for US. then, to go to $600 million on borrowing, because $600 million 
will certainly be a vote for a lower monetary growth path. The 
members of the Committee know that I have not favored returning the 
monetary growth paths back to within our target ranges for the year: I 
have favored coming in below the ranges. But. just as a year ago. we 
were undoubtedly somewhat careless in not recognizing the 15 percent 
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monetary growth p a t h  when we made t h a t  d i s c o u n t  r a t e  change l a s t  
Augus t ,  I t h i n k  it cou ld  be  j u s t  a s  much a m i s t a k e  f o r  u s  t o  move now 
b e f o r e  we  s e e  t h e  need .  I am p repa red  t o  make a d j u s t m e n t s  a s  might be 
needed i f  commodity p r i c e s  and t h e  exchange v a l u e  o f  t h e  d o l l a r  were 
t o  move i n  such  a d i r e c t i o n  a s  t o  make i n f l a t i o n  and o u r  wors t  f e a r s  
r e a l i z e d .  I would want t o  move a t  t h a t  p o i n t .  b u t  I am n o t  w i l l i n g  t o  
t a k e  a h a r d  p o s i t i o n  now f o r  minu tes  t o  be p u b l i s h e d  s i x  weeks from 
now based  upon our  f e e l i n g s .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Boykin.  

MR. B O Y K I N .  Mr. Chairman, I would f a v o r  a l t e r n a t i v e  B .  I 
would f a v o r  b a s i c a l l y  no change from c u r r e n t  p o l i c y ,  and I s a y  t h a t  
because  I guess  I am n o t  t o t a l l y  convinced  t h a t  t h e  economy i s  going  
t o  be  q u i t e  a s  s t r o n g  a s  pe rhaps  some o t h e r s  b e l i e v e .  I q u e s t i o n  t h a t  
i n f l a t i o n  i s  a problem a t  t h i s  p o i n t .  Gran ted ,  when you de te rmine  o r  
r e a l i z e  it i s  a problem. you are  p r e t t y  f a r  down t h e  r o a d ,  so  t h a t  a 
c e r t a i n  amount of  a n t i c i p a t i o n  i s  d e s i r a b l e .  B u t ,  g iven  t h e  f a c t  t h a t  
t h e  i n t e r v a l  between t h i s  meet ing  and t h e  September meet ing  i s  p r e t t y
s h o r t  compared t o  some of t h e  i n t e r v a l s ,  and t h a t  t h e  need f o r  a 
p o l i c y  s h i f t  i s  l e s s  t h a n  c o n v i n c i n g - - t o  me. a t  l e a s t - - I  would s t i c k  
w i t h  a l t e r n a t i v e  B ,  t h e  $500 m i l l i o n  borrowing a s sumpt ion .  Ra the r  
t h a n  b e i n g  s y m m e t r i c a l ,  t h o u g h ,  I would have a s e n t e n c e  i n  there  t h a t  
would a l l o w  a l i t t l e  t i g h t e n i n g  by t h e  Desk, i f  t h a t  shou ld  become 
n e c e s s a r y .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Keehn. 

MR. KEEHN. Mr. Chairman, I would be  i n  agreement  w i t h  t h e  
p o s i t i o n  t h a t  J e r r y  Cor r igan  l a i d  o u t .  For r e a s o n s  t h a t  have been 
w e l l  s t a t e d ,  it c e r t a i n l y  seems t o  me t h a t  t h e  economic o p p o r t u n i t i e s  
a t  t h i s  p o i n t  a r e  on t h e  u p s i d e  and n o t  on t h e  downside.  On t h e  
i n f l a t i o n a r y  p r e s s u r e s .  though a d m i t t e d l y  f a r  f rom c o n c l u s i v e ,  w e  may
be  go ing  t h r o u g h  someth ing  of a bubb le  h e r e .  N o n e t h e l e s s ,  t h e  s i g n s  
a r e  t h e r e  and I do t h i n k  it i s  a p p r o p r i a t e  t h a t  we b e g i n  t o  move 
a g a i n s t  t h a t .  I f i n d  t h e  a g g r e g a t e s '  performance t h i s  y e a r  t o  have 
been e r r a t i c .  They may emerge on a more p r e d i c t a b l e  b a s i s ,  b u t  a s  y e t  
I d o n ' t  s e e  t h e  ev idence  of t h a t .  T h e r e f o r e .  I f i n d  t h e  a l t e r n a t i v e s ,
i n  t e r m s  of a g g r e g a t e  growth r a t e s .  t o  be  a l i t t l e  awkward. 
Accord ing ly .  I would p r e f e r  t o  d e a l  w i t h  t h e  bor rowing  l e v e l  a n d ,  
g iven  t h e  c i r c u m s t a n c e s ,  I t h i n k  a borrowing l e v e l  between "A" and 
"B" .  namely.  $600 m i l l i o n .  would be a p p r o p r i a t e .  I n  t e rms  o f  t h e  
wording of t h e  d i r e c t i v e ,  I would be i n  f a v o r  of "would" f o r  [ g r e a t e r ]
r e s t r a i n t  and "might"  f o r  l e s s e r  r e s t r a i n t .  And I do t h i n k  t h a t  t h i s  
s e n t e n c e  on t h e  n e x t  page [of  t h e  Bluebook] d o e s ,  a t  l e a s t  
p r e l i m i n a r i l y .  convey t h e  r e v e r s e  meaning. I t h i n k  we might  f i d d l e  
w i t h  t h e  l anguage  on t h a t  t o  g e t  a more a p p r o p r i a t e  wording .  

CHAIRMAN GREENSPAN. P r e s i d e n t  B lack .  

MR. BLACK. AS Bob P a r r y  i n d i c a t e d ,  Mr. Chairman, a number of  
u s  a t  t h e  l a s t  mee t ing  t h o u g h t  t h a t  w e  were p robab ly  go ing  t o  have t o  
l e t  i n t e r e s t  r a t e s  r i s e  ove r  t h e  n e x t  1 2  t o  18  months i f  w e  were going  
t o  p r e v e n t  t h i s  u n d e r l y i n g  r a t e  o f  i n f l a t i o n  from a c c e l e r a t i n g .  And 
it seems t o  me t h a t  t h i s  e x p e c t a t i o n  i s  even more l i k e l y  now, i n  view 
of t h e  i n f o r m a t i o n  t h a t  we have had s i n c e  t h e n .  A t  t h e  same t i m e ,  I 
am n o t  e x a c t l y  s u r e  when it w i l l  be a p p r o p r i a t e  f o r  us t o  t a k e  t h a t  
a c t i o n :  b u t  I b e l i e v e  t h a t  it w i l l  p robab ly  b e  sooner  t h a n  I would 
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have t h o u g h t  a t  t h e  t i m e  of t h e  l a s t  mee t ing .  I am a l s o  w e l l  aware 
t h a t  t h e  h i s t o r y  o f  t h e  System h a s  been t h a t ,  g e n e r a l l y ,  we have n o t  
moved f a s t  enough a g a i n s t  i n f l a t i o n .  S o .  I t e n d  t o  t r y  t o  compensate 
f o r  t h a t .  D e s p i t e  t h a t ,  s i n c e  t h e r e  i s  a good d e a l  of  u n c e r t a i n t y  
o u t  t h e r e ,  I b e l i e v e  t h e  b e s t  c a s e  f o r  now is t o  s t i c k  w i t h  
a l t e r n a t i v e  B .  I would make it asymmetr ica l  w i t h  t h e  "would" on t h e  
t i g h t e n i n g  s i d e  and t h e  "might"  on t h e  o t h e r .  I t h i n k  t he  Board 
s t a f f ' s  s t a t e m e n t  w i t h  r e g a r d s  t o  t h e  " a s  w e l l  a s "  c l a u s e  does  s u g g e s t
t h a t  it would be  h e l p f u l  t o  s h i f t  t h a t  around t o  deemphasize t h e  
bor rowing  s i d e :  a s  f o r  t h e  weakness of t h e  d o l l a r ,  t h a t  may d e s e r v e  
some f u r t h e r  t h o u g h t .  I t h i n k  t h e r e  i s  a l s o  a n o t h e r  argument:  t h a t  we 
ought  t o  p u t  r e s t r a i n t  of  t h e  b u s i n e s s  expans ion  h i g h  on t h a t  l i s t  if 
we a r e  go ing  t o  change t h e  l i s t  a round .  And I would n o t  p u t  i n  t h a t  
s e n t e n c e  on t h e  unde r shoo t  of  t h e  a g g r e g a t e s  a t  a l l .  And I s a y  t h i s  
w i t h  t h e  s n e a k i n g  s u s p i c i o n  t h a t  l a t e r  on down t h e  r o a d ,  I am going  t o  
look  back  and s a y ,  " I  wish  I had been where J e r r y  C o r r i g a n  and t h o s e  
o t h e r s  were" .  

CHAIRMAN GREENSPAN. Governor H e l l e r .  

MR. HELLER. B a s i c a l l y .  I am f o r  no change.  a s  I s a i d  
e a r l i e r .  I b e l i e v e  t h a t  w e  a r e  i n  a p e r i o d  of s e c r o r a l  ca t chup  and 
t h e  monetary growth i s  v e r y  subdued a t  t h e  p r e s e n t  t i m e .  S o ,  I would 
l i k e  t o  keep it a t  a l t e r n a t i v e  B w i t h  a $ 5 0 0  m i l l i o n  borrowing t a r g e t
and I would do two changes :  1) I would upgrade t h e  impor tance  of 
i n f l a t i o n ,  and maybe g i v e  it s o l e  prominence i n  t h e  f i r s t  s e n t e n c e :  
and 2 )  I would downgrade t h e  d o l l a r .  a s  P r e s i d e n t s  F o r r e s t a l  and Black 
mentioned e a r l i e r .  We a r e  way above t h e  lows t h a t  t h e  d o l l a r  reached  
e a r l i e r ,  and  t o  s a y  t h a t  w e  want t o  r e a c t  now t o  weakness i n  t h e  
d o l l a r  would p robab ly  be  i n a p p r o p r i a t e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. Wel l ,  a s  I s u g g e s t e d  e a r l i e r ,  I t h i n k  t h a t  t h e  
p r i n c i p a l  r i s k  we a r e  l i k e l y  t o  f a c e .  o v e r  t i m e .  i s  h i g h e r  i n f l a t i o n .  
The key q u e s t i o n  i n  my mind i s  one o f  t i m i n g .  I d o n ' t  have t h e  s e n s e  
t h a t  t h e  i n f l a t i o n  problem i s  a Uaccom p l i .  On t h e  o t h e r  hand ,  I 
d o n ' t  t h i n k  we can  a f f o r d  t o  s i t  back and w a i t  u n t i l  it i s  o b v i o u s ,  
f o r  r e a s o n s  mentioned e a r l i e r  abou t  t h e  c o s t  of undoing it once i t  i s  
i n  p l a c e .  Ba lanc ing  t h o s e  t w o  c o n s i d e r a t i o n s ,  I am n o t  p repa red  t o  go 
a s  f a r  as  a l t e r n a t i v e  C ,  b u t  I do view someth ing  between "B"  and " C "  
a s  pe rhaps  a p o s i t i v e ,  h e l p f u l ,  p reempt ive  s t r i k e  a t  t h i s  p o i n t  i n  
t i m e .  That  e n t a i l s ,  i n  my judgment ,  r e l a t i v e l y  l i t t l e  r i s k  t o  t h e  
economic out look . :  a l s o ,  i f  it t u r n s  o u t  t h a t  we were wrong, i t  would 
n o t  be t e r r i b l y  d i f f i c u l t  t o  undo. And from t h a t  p e r s p e c t i v e ,  I t h i n k  
it m e r i t s  c o n s i d e r a t i o n  a s  w e l l .  

CHAIRMAN GREENSPAN. Is t h a t  $600 m i l l i o n ?  

MR. STERN. R igh t  around t h e r e ,  yes  

CHAIRMAN GREENSPAN. Governor S e g e r .  

MS. SEGER. I ' m  i n  f a v o r  o f  no change.  which i s  a l t e r n a t i v e  
B ,  $500  m i l l i o n  bor rowing  t a r g e t ,  f o r  t h r e e  main r e a s o n s .  One i s ,  as 
I t h i n k  Governor Angel1 emphas ized ,  t h e  u n c e r t a i n t i e s  t h a t  w e  a r e  
f a c i n g .  Another  r e a s o n  i s  t h a t  t h e r e  a r e n ' t  t h a t  many weeks between 
t h i s  mee t ing  and t h e  n e x t  FOMC meet ing:  we  have a n o t h e r  chance ,  v e r y  
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soon ,  t o  l o o k  a t  t h i n g s  and change o u r  approach ,  based  on a d d i t i o n a l  
r e a d i n g s  of  t h e  economy. The t h i r d  r e a s o n  i s  t h a t  I j u s t  d o n ' t  s e e  
t h a t  t h e  economy i s  c u r r e n t l y  b o i l i n g .  The f o r e c a s t  c e r t a i n l y  does  
l o o k  p r e t t y  good: b u t .  a g a i n .  I q u e s t i o n  whether  o r  n o t  w e ' r e  go ing  t o  
s e e  t h e  h i t  f rom t h e  t r a d e  tu rna round  i n  t h e  way t h a t  many a r e  
e x p e c t i n g .  S o ,  f o r  t h o s e  r e a s o n s ,  I would l i k e  t o  propose  keep ing  
r e s e r v e  p r e s s u r e s  a s  t h e y  a r e .  And, i n  t h e  s t a t e m e n t .  I would 
deemphasize t h e  impact  of  t h e  d o l l a r  on what w e  a r e  do ing .  A l s o ,  I 
d o n ' t  want t o  t ilt  t h e  d i r e c t i v e .  

CHAIRMAN GREENSPAN. F i r s t  Vice P r e s i d e n t  Hendr i cks .  

MR. HENDRICKS.  We s e e  a f u r t h e r  a c c e l e r a t i o n  i n  p r i c e s  t h i s  
y e a r  and n e x t ,  and b e l i e v e  t h a t  t h e  r i s k  i s  on t h e  u p s i d e .  T h e r e f o r e ,  
I b e l i e v e  i t ' s  r e a s o n a b l e ,  a t  t h i s  p o i n t ,  t o  i n c r e a s e  t h e  p r e s s u r e  on 
bank r e s e r v e s  by moving toward t h e  " C "  p a t h .  I ' m  n o t  p a r t i c u l a r l y  
p i c k i n g  t h e  C a l t e r n a t i v e .  b u t  f a v o r  a $600 m i l l i o n  borrowing
o b j e c t i v e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Melzer .  

MR. MELZER. I d e f i n i t e l y  would p u t  t h e  p r i o r i t i e s  on t h e  
s i d e  of wor ry ing  abou t  i n f l a t i o n  a s  opposed t o  t h e  r e c o v e r y .  I would 
f a v o r  "B" w i t h  a tilt toward  t i g h t e n i n g .  I cou ld  c e r t a i n l y  a c c e p t  a 
$600  bor rowing  t a r g e t ,  a l t h o u g h  I ' m  n o t  v o t i n g ,  s o  I d o n ' t  need t o  
a c c e p t  i t .  I ' d  f e e l  p a r t i c u l a r l y  s t r o n g l y  about  moving i f  I f e l t  t h a t  
we were s o r t  o f  m a i n t a i n i n g  a 6 - 1 1 2  t o  6 - 3 1 4  p e r c e n t  funds  r a t e  
a g a i n s t  a v e r y  s t r o n g  demand f o r  r e s e r v e s .  Now, a s  you p o i n t e d  o u t  
b e f o r e .  Mr. Chairman, on t h e  v e l o c i t y  a rgument ,  maybe we won ' t  s e e  
t h a t .  We're c e r t a i n l y  n o t  m a i n t a i n i n g  a lower f u n d s  r a t e  t h a n  would 
o t h e r w i s e  p r e v a i l  t h r o u g h  r a p i d  r e s e r v e  i n j e c t i o n  h e r e :  b u t  t h a t ' s  
where I come o u t .  I would be  i n c l i n e d  t o  l e a v e  language  i n  t h e r e  
abou t  t h e  d o l l a r .  I t h i n k  i f  we l o s t  c o n t r o l  o f  t h e  d o l l a r  on t h e  
downside ,  w e  cou ld  k i c k  o f f  t h a t  whole c y c l e  t h a t  w e  d e a l t  w i t h  j u s t  a 
c o u p l e  of months ago:  and I ' d  be  v e r y  s e n s i t i v e  t o  weakness i n  t h e  
d o l l a r  i n  t h e  l a n g u a g e .  

CHAIRMAN GREENSPAN. Governor K e l l e y .  

MR. KELLEY. Thank you.  Mr. Chairman. I would p r e f e r  s t a y i n g
w i t h  " B " ,  l a r g e l y  f o r  t h e  r e a s o n s  I o u t l i n e d  a few minu tes  ago .  I 
t h i n k  t h a t  t h e  u n d e r l y i n g  t r e n d s  a r e  go ing  t o  t e n d  t o  damp b o t h  t h e  
i n f l a t i o n  t h a t  i s  showing up and a l s o .  p e r h a p s ,  t h e  r o b u s t n e s s  of t h e  
expans ion  t h a t  we're i n .  However. I do r e c o g n i z e  t h e  s h o r t - t e r m  
t e n d e n c i e s  toward some i n f l a t i o n a r y  movement h e r e .  S o ,  I would a l s o  
l i k e  t o  s e e  t h e  l anguage  be  asymmetr ic  i n  t h e  d i r e c t i o n  of t i g h t e n i n g .  

CHAIRMAN GREENSPAN. What do you want [on b o r r o w i n g ] ,
a l t e r n a t i v e  B?  

MR. KELLEY. I would s t a y  w i t h  "B"  . t h e  $500  m i l l i o n .  

MR. JOHNSON.  I guess  I s e e  some f i r m i n g  s i g n a l s  a n d ,  a s  I 
s a i d .  a l i t t l e  more u p s i d e  r i s k  t h a n  I d i d  b e f o r e .  B u t .  a l o t  of t he  
e a r l y  warn ing  s i g n a l s - - s o m e  of  t h e  f i n a n c i a l  market  s i g n a l s - - a r e  n o t  
showing us a s  s t r o n g  a conce rn  a s  t h e y  d i d  a t  o u r  l a s t  m e e t i n g .  S o ,  
I ' m  a l i t t l e  r e l u c t a n t  t o  s e e  u s  s t i c k  o u r  neck o u t  t o o  f a r .  I guess
I ' m  somewhere a round a l t e r n a t i v e  B w i t h  asymmetr ic  language  t o  g i v e  us 
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the option of a potential tightening if we see firmer signs. But, 
sort of like Wayne. I’m not sure I want to commit myself to anything 
on instinct: I’ve got to have a little more evidence. When people
read the minutes in six weeks, they’ll look at what was going on when 
we made those decisions. The thing that has happened since the last 
meeting is that the real economy is showing more firmness. but that’s 
about all I see right now. Maybe we’ll be ready for a tightening move 
later, but for now I favor alternative B. with asymmetric language. I 
am for deemphasizing the dollar a little because, as I said earlier. I 
see it somewhat influenced by the oil price: and I’m not sure that the 
declining oil price, which might send the dollar down. is something we 
should be worried about. The dollar declined significantly.
consistent with the decline in oil prices in 1986, and we saw 
inflationary expectations break in the face of that: we tried to 
resist the dollar’s downward move: it certainly wouldn’t have been a 
resistance against inflationary expectations. I’d like to avoid that 
kind of a problem. I think the dollar is still an important issue. 
but I think it depends on what’s influencing it. So, I would rather 
highlight inflationary expectations and just leave the dollar as a 
proxy for that. 

CHAIRMAN GREENSPAN. $500 million? 


MR. JOHNSON. Yes. $500 million, with asymmetric language. 


CHAIRMAN GREENSPAN. President Guffey. 


MR. GUFFEY. Thank you, Mr. Chairman. A good deal of comment 
has already been made about the growth--that it’s perhaps a bit 
stronger than we were expecting last month. But. I would just note 
that if you believe the forecast, and I think virtually everybody 
agrees with the Greenbook. you’re only looking at 2 - 3 / 4  percent growth
in the third and fourth quarters. That doesn’t seem to me to be 
overly expansive. And, there is considerable uncertainty as to the 
inflation outlook. at least in my mind. To be sure, prices are quite
likely to be up, but as a result of feeding through on import prices:
and I’m not at all sure that a bit tighter monetary policy is an 
appropriate prescription under those circumstances. As a result. I 
would favor “B“, with $500 million borrowing, until some additional 
evidence comes along. I would note. in that respect, for those who 
believe that the aggregates are important and that there is some 
informational content in them, that they’re growing at a very nominal 
rate now. As a result, to further tighten at this point, in 
anticipation of some higher prices. seems to me to be inappropriate. 
So I would go for “B” with a $500 million borrowing level until some 
more information surfaces that would lead us away from that. Lastly,
I would prefer to leave the language with respect to the dollar in the 
directive because. in my view, monetary policy has to act against a 
depreciation in the dollar that becomes fast, no matter what the 
cause. And, as a result. I would leave it in, and I would even leave 
it at a fairly high level of visibility in the directive. 

CHAIRMAN GREENSPAN. Thank you. If we averaged everybody,

we’d get a different result than if we averaged the voting members by

themselves. I don’t know if this is a typical result of this type of 

activity. 
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MR. ANGELL. The people who don't vote don't have to be 

responsible. 


CHAIRMAN GREENSPAN. I'll put that on the record. It's 
fairly obvious that this is a unanimous vote for alternative B ,  and I 
would read it as a mild--maybe slightly more than mild--majority for a 
tilt in the language. There is some desire to move inflation and 
business expansion up in the language and the dollar down. The 
average borrowing requirement amongst the voting members is a shade 
under $550 million. For those of  you who are keeping score, I'd opt
for "B"  with $600 million and a definite tilt. Basically. my own view 
is that the risk of snuffing out this expansion at this stage with 
mild tightening is extraordinarily small. My view is not so much that 
we know a great deal about what's going to happen in the fourth 
quarter and beyond. I just find it rather difficult to perceive a set 
of forces which can bring this expansion down when you have the 
following: lead times in the delivery of materials and investment 
goods as short as we have now, which presupposes that the markets are 
basically tight on inventories: clear evidence of an expanding capital
investment market: and, in effect, pretty much a full adjustment in 
consumer expenditures [unintelligible] I think we are likely to get as 
a result of the income adjustments from the tax bill and other 
elements. I do not believe that this is strictly a [unintelligible]
trade issue myself, but I think there is more to it than the trade 
balances that are emerging. And when you begin to see ordcr impacts
in some of the basic raw materials. such as in steel and aluminum. and 
the extraordinary behavior of the textile industry, which is 
surprising even with all the restrictions, I wouldn't join my
colleagues here who consider this a set of very uncertain things. I 
think what is uncertain is how it materializes: but, I've seen this 
before, and this doesn't look uncertain to me. I may eat those words 
in six weeks. but it has a tone to it which I, frankly, find not 
really inflationary yet: there is no evidence in the wage data that I 
see. In any event, that's the way that I come out: and that's the way
I read everybody else. I guess we can structure some language which I 
suspect would pretty much grasp the issue. Let me describe it. On 
the operational paragraph, it would read: "In the implementation of 
policy for the immediate future, the Committee seeks to maintain the 
existing degree of pressure on reserve positions." As you know. we 
can either put this in terms of "somewhat greater reserve restraint" 
or "slightly greater reserve restraint". As I listened to the 
discussion. I read it as "somewhat greater reserve restraint would or 
slightly lesser reserve restraint might be acceptable depending on 
indications o f  inflationary pressures, the strength of the business 
expansion. behavior of the aggregates, and developments in the foreign
exchange market. I don't know whether or not that would be acceptable 
or whether anyone would suggest some rephrasing. I think I was 
capturing what I heard, but I will accept revisions. 

MR. ANGELL. I wasn't quite certain what the vote was in 

regard to the dollar's position. I would be among those who would 

like to leave the dollar as being an important indicator, somewhat 

more prominent. But I may be out-voted, I'm not sure. 


CHAIRMAN GREENSPAN. Frankly. it's a close vote. 


MR. STERN. I agree with Wayne, in part because when this 

directive is published it would seem to me to be an awkward time to 
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have downplayed t h e  d o l l a r  if t h e  d o l l a r  c o n t i n u e s  t o  do what i t  h a s  
been do ing  t h e  l a s t  t h r e e  o r  f o u r  d a y s .  I don’t: t h i n k  you g a i n  much. 

MR.  BOEHNE. I a g r e e  w i t h  t h a t ,  Mr. Chairman. I d o n ’ t  t h i n k  
we ought  t o  downplay i t .  We may be  f e e l i n g  more comfor t ab le  abou t  t h e  
d o l l a r  j u s t  now, b u t  it wou ldn’ t  t a k e  v e r y  much f o r  u s  t o  f i n d  
o u r s e l v e s  i n  a v e r y  uncomfor t ab le  p o s i t i o n .  And s i x  weeks from now it 
w i l l  be more a t t e n t i o n - g e t t i n g  if we change t h e  emphasis  t h a n  if w e  
l e a v e  it a l o n e .  

MR. HELLER. Le t  me speak  on t h e  o t h e r  s i d e .  I d o n ’ t  t h i n k  
w e * r e  w r i t i n g  h e r e  f o r  t h e  p r e s s  r e l e a s e  o n l y :  w e ’ r e  t a l k i n g  abou t  t h e  
o p e r a t i o n a l  p a r a g r a p h .  If  we have t h e  d o l l a r  r i g h t  up f r o n t ,  a s  soon 
a s  we g e t  t h e  k ind  o f  weakness t h a t  w e  a r e  g e t t i n g  now. i f  s u s t a i n e d  
f o r  a n o t h e r  day o r  two,  it cou ld  be s e e n  a s  an i n d i c a t i o n  t h a t  we have 
t o  t i g h t e n  monetary p o l i c y .  And t h a t  i s  n o t  what t h e  m a j o r i t y ,  a t  
l e a s t  of t h e  v o t i n g  members. was a g r e e i n g  t o .  S o .  I a g r e e  w i t h  t h e  
Chairman i n  moving t h e  d o l l a r  t o  a lower  p o s i t i o n .  Le t  m e  n o t e  t h a t  
i t  s t i l l  i s  i n  t h e  same s e n t e n c e .  We h a v e n ’ t  s p l i t  it i n t o  two 
s e n t e n c e s ,  a s  we have done many t i m e s  b e f o r e .  S o ,  i t ’ s  a v e r y  modest 
downgrading:  i t ’ s  j u s t  t h e  o r d e r  i n  which we a r e  r e a d i n g  it r a t h e r  
t h a n  a c a r d i n a l  d i s t i n c t i o n .  

CHAIRMAN GREENSPAN. Can I a s k  a q u e s t i o n ?  We had t h e  
s t r e n g t h  of  t h e  b u s i n e s s  expans ion  a t  t h e  bot tom o f  t h e  l i s t  t h e  l a s t  
t i m e .  A s  I r e a d  i t ,  t h e r e ’ s  a f a i r l y  s t r o n g  consensus  t o  move t h a t  
up. Would t h e r e  b e  any o b j e c t i o n  t o  moving t h a t  a s  #2 a f t e r  
i n f l a t i o n a r y  p r e s s u r e s ?  

SEVERAL. That  would be good. 

CHAIRMAN GREENSPAN. So  t h e  q u e s t i o n  r e a l l y  g e t s  down t o  two 
t h i n g s :  t h e  r e l a t i v e  p o s i t i o n i n g  of  t h e  f o r e i g n  exchange marke t s  and 
t h e  b e h a v i o r  of  t h e  a g g r e g a t e s  ” a s  w e l l  a s ”  p h r a s e .  If w e  move t h e  
b u s i n e s s  expans ion  i s s u e  u p ,  I would b e  w i l l i n g  t o  l e a v e  t h e  s e n t e n c e  
t h e  same a s  it was t h e  l a s t  t i m e .  

MR. BOEHNE. That  makes a l o t  o f  s e n s e .  

MR.  M O R R I S .  I a g r e e .  

CHAIRMAN GREENSPAN. Is t h e r e  agreement  on t h a t ?  On t h e  
i s s u e  of t h e  M2 and M3 growth r a t e s ,  which were 5 and 5 - 1 / 2  p e r c e n t ,
t h e r e  were some s u g g e s t i o n s  o f  go ing  t o  5 t o  6 p e r c e n t  i n  t h i s  
c o n t e x t .  which would be  r e a s o n a b l e  a s  f a r  a s  n o t  want ing  t o  be  
s p l i t t i n g  M2 and M3 a p a r t .  A s  I r ead  t h e  d a t a  and a l t e r n a t i v e  B ,  I 
would assume t h a t  w e  might  want t o  s a y  t h r o u g h  the  September p e r i o d - ­
t h a t  t h i s  approach  i s  expec ted  t o  be  c o n s i s t e n t  w i t h  growth i n  M2 and 
M3 o v e r  t h e  p e r i o d  from June  th rough  September a t  annua l  r a t e s  o f  
around 5 t o  6 p e r c e n t .  

MR. ANGELL. I would r e a l l y  f a v o r  making t h a t  b r o a d e r  and 
going  3 t o  6 p e r c e n t .  I t  seems t o  m e  t h a t  you cou ld  have a 
c i r c u m s t a n c e  i n  which t h e  a g g r e g a t e s  were growing a t  3 p e r c e n t  a n d ,  
f o r  o t h e r  r e a s o n s ,  you s t i l l  might  want t o  t i g h t e n .  
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CHAIRMAN GREENSPAN. One o f  t h e  problems i s  t h a t  i t ' s  such  a 
s h o r t  time frame t h a t  t h a t  i s s u e  can  be  d i f f i c u l t  t o  implement .  Does 
anyone e l se  have  views on t h i s ?  

MR. HELLER. A s  l o n g  as w e  d o n ' t  r e a d  a move t o  3 t o  6 
p e r c e n t  as an i n d i c a t i o n  t h a t  we a r e  a iming  f o r  4 - 1 / 2  p e r c e n t ,  o r  
someth ing  l i k e  t h a t ,  and t h a t  i s  where t h e  p o l i c y  s h o u l d  be  d i r e c t e d .  

CHAIRMAN GREENSPAN. I t h o u g h t  t h a t  maybe t h e  5 t o  6 p e r c e n t  
w a s  r e a l l y  a f o r e c a s t  o f  what i s  l i k e l y  t o  happen ,  i r r e s p e c t i v e  o f  
monetary  p o l i c y .  

MR. ANGELL. I guess  I ' d  want t o  h e a r  Don Kohn's comments on 
t h a t .  

MR. KOHN. Well. our  b e s t  guess  was t h a t  under  a l t e r n a t i v e  
"B" we'd have  M2 growth o f  5 p e r c e n t  and M3 growth o f  5 - 1 1 2  p e r c e n t :
b u t .  a s  you w e l l  know, t h e r e  i s  a wide r ange  o f  e r r o r  a round t h a t .  A s  
I s a i d  i n  my b r i e f i n g  and t h e  Bluebook, t h a t  presumes t h a t  money and 
income grow a l i t t l e  more c l o s e l y  t o g e t h e r  t h a n  t h e y  have o v e r  t h e  
l a s t  coup le  o f  q u a r t e r s .  That  c o u l d  f a l l  s h o r t :  I can ' t  r u l e  o u t  t h a t  
p o s s i b i l i t y .  The q u e s t i o n  i s  whether  you would want t o  r e a c t :  b u t  
w i t h  t h e  a g g r e g a t e s  a f t e r  t h e  " a s  w e l l  a s "  c l a u s e  a t  t h e  end o f  t h e  
s e n t e n c e .  I ' m  n o t  s u r e  how s t r o n g  any r e a c t i o n  would b e .  i n  any  c a s e .  

MR. ANGELL. How abou t  go ing  t o  4 t o  6 p e r c e n t  t h e n ?  I t  j u s t  
seems t o  me tha t  5 t o  6 p e r c e n t  i s  s o  nar row.  

CHAIRMAN GREENSPAN. L e t  me a s k  a n o t h e r  q u e s t i o n .  I n  your  
judgment ,  what i s  t h e  ave rage  l e a d  t ime between monetary p o l i c y  and 
t h e  a g g r e g a t e s .  

MR. KOHN. Well, i t ' s  s e v e r a l  months,  c l e a r l y :  a s  I t h i n k  I 
i n d i c a t e d ,  whatever  w e  do now w i l l  have i t s  p r i n c i p a l  i m p a c t  i n  t h e  
f o u r t h  q u a r t e r .  But  it i s  a l s o  t r u e  t h a t  t h i s  goes t h e  o t h e r  way a 
l i t t l e :  t h a t  i s ,  whether  incoming d a t a  t h a t  s u g g e s t e d  t h e  a g g r e g a t e s  
were runn ing  o u t s i d e  a r a n g e  of 5 t o  6 p e r c e n t  o r  4 t o  6 p e r c e n t
s h o u l d  have any i n f l u e n c e  on a p r o p o s a l  t h a t  Mr. S t e r n l i g h t  might  make 
on t h e  bor rowing  o b j e c t i v e  i s  n o t  q u i t e  t h e  same a s  s a y i n g  y o u ' r e
a c t u a l l y  go ing  t o  have t h e  e f f e c t .  You 'can  r e a c t  and t h e n  assume t h a t  
your  effect  would be  somewhere down t h e  r o a d .  

CHAIRMAN GREENSPAN. Le t  me a s k  you t h i s .  Does anybody 
o b j e c t  t o  6 p e r c e n t  as t h e  upper  l i m i t ?  Are t h e r e  any o b j e c t i o n s  t o  4 
p e r c e n t  on t h e  downside? 

V I C E  CHAIRMAN CORRIGAN. I wou ldn ' t  o b j e c t .  I would j u s t  
o f f e r  a h i s t o r i c a l  c a u t i o n ,  f o r  what i t ' s  wor th .  I t h i n k  w e  have  t o  
be  a l i t t l e  b i t  c a r e f u l  abou t  j i g g l i n g  a round t h e s e  q u a r t e r l y  
o b j e c t i v e s  a t  m i d - q u a r t e r l y  m e e t i n g s ,  e s p e c i a l l y  when w e  a r e  s o  n e a r  
t h e  end of  t h e  q u a r t e r .  I t  can convey someth ing  more t h a n  I t h i n k  we 
had i n  mind. 

MR. JOHNSON. I ' d  l i k e  t o  second what J e r r y  s a y s .  

VICE CHAIRMAN CORRIGAN. I t h i n k  i t ' s  b e t t e r  t o  l e a v e  them 
c l o s e  t o  where t h e y  were a t  m i d - q u a r t e r .  
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MR. JOHNSON. I a g r e e  w i t h  Wayne’s p o i n t  t h a t  it i S  l i k e l y  
t h a t  t h e y  cou ld  come i n  t h e r e .  I would want t o  change t h e  whole 
language  i n  t e r m s  of c l a r i f y i n g  what we a r e  s a y i n g  if w e  go t o  4 t o  6 
p e r c e n t .  I would want t o  make c l e a r  t h a t  though we’re assuming no 
change i n  p o l i c y .  t h e  a g g r e g a t e s  may come i n  i n  t h e  4 t o  6 p e r c e n t  
r ange .  But t h a t ’ s  n o t  what it cou ld  imply .  S o ,  I ’ d  r a t h e r  j u s t  l e a v e  
i t  a l o n e .  

CHAIRMAN GREENSPAN. Leave it a l o n e ,  meaning what?  

MR. ANGELL. You’re go ing  t o  l e a v e  i t  a t  5 t o  7 - 1 / 2  p e r c e n t ?  

MR. JOHNSON. Well .  5 t o  6 p e r c e n t  may be  okay .  

MR. ANGELL. If we’ re  changing  t h e  t o p  o n e ,  why i s  t h e r e  any 
harm i n  changing  t h e  bot tom one? 

MR. GUFFEY. The a l t e r n a t i v e  i s  t o  s t a t e  i t  i n  t e r m s  of  abou t  
5 p e r c e n t  f o r  b o t h .  

MR. ANGELL. About 5 p e r c e n t  would be f i n e .  

CHAIRMAN GREENSPAN. Would 5 p e r c e n t  be a c c e p t a b l e  t o  
everybody? What’s t h e  g e n e r a l  view on t h a t  n e x t  s e n t e n c e ?  

MR. S T E R N ( ? ) .  Take it o u t .  

CHAIRMAN GREENSPAN. The g e n e r a l  view i s  f o r  j u s t  d ropp ing  
i t .  Anybody o b j e c t  t o  t h a t ?  S t r o n g l y ?  That  l e a v e s  us w i t h  t h e  funds  
r a t e .  

VICE CHAIRMAN CORRIGAN & MR. BOEHNE. Keep i t  t h e  same. 

MR. ANGELL. 4 t o  8 p e r c e n t .  

MR.  HELLER. I t h i n k  t h a t  t h i s  i s  someth ing  we shou ld  
c o n s i d e r  sometime i n  t h e  f u t u r e .  That  4 t o  8 p e r c e n t  i s  such  a b a r n  
d o o r :  i t ’ s  v e r y  wide .  A t  some f u t u r e  t i m e  w e  may want t o  nar row t h a t  
down a l i t t l e .  

MR. JOHNSON.  That  h a s  a lways been  t he  range  used  i n  t he  
p a s t ,  j u s t  t o  convey w i t h i n  t h e  r e s e r v e  t a r g e t - -

MR. HELLER. Wrong d i r e c t i o n .  

CHAIRMAN GREENSPAN. If you narrowed i t ,  you a r e  r e a l l y  
s a y i n g  t h a t  y o u ’ r e  t a r g e t i n g - .  

MR. ANGELL. - - t h e  f e d e r a l  f u n d s  r a t e .  I t h i n k  it would be  
t h e  wrong s i g n a l ,  i n  l i g h t  of t h e  1 9 7 6  e x p e r i e n c e .  

CHAIRMAN GREENSPAN. Le t  me j u s t  a s k .  we h a v e n ’ t  q u i t e  g o t  t o  
t h e  borrowing  t a r g e t - -

MR. ANGELL. I t h o u g h t  t h e r e  were seven  v o t e s  f o r  f i v e  
hundred:  t h a t  was t h e  way I c o u n t e d .  

MR. HELLER. $ 5 2 5  m i l l i o n .  
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CHAIRMAN GREENSPAN. I don't like people who are good at 

arithmetic. $525 million? 


MR. ANGELL. I don't think anybody will know it's $525 

million: you don't tell anybody. 


CHAIRMAN GREENSPAN. Well, you know something. I don't know 

the answer to the question. The point being that I don't know what 

the convention is here--whether you average these things, which you 

can. or whether you take the majority. What has been the convention? 


VICE CHAIRMAN CORRIGAN. The convention. I think, Mr. 

Chairman, is that you do not average that. 


CHAIRMAN GREENSPAN. If you don't average, then the figure is 

$500 million. 


VICE CHAIRMAN CORRIGAN. The majority is-- 


MR. JOHNSON. That is going to lead to other 

[unintelligible]. If it turns out to be an average number, you're

going to have people low-balling it until it clears the average. 


MR. HELLER. $536 million is the average! 


VICE CHAIRMAN CORRIGAN. I think it is hard to average it. 
One other thing that is done. in terms of trying to sense where the 
critical mass is, if I could put it that way. or where the Committee 
might stand, is that the Chairman has been known from time to time to 
ask people what their preferences are as opposed to what they could 
live with. In this particular case, you may have some shadings of 
opinion around those borrowing numbers, for example, based on the 
question of symmetry or tilt that would go with them--inother words,
the "woulds" and the "mights". I, myself, certainly would not 
dissent, at this meeting, over the difference between $600 million and 
$500 million in the context in which there was some tilt along the 
lines that Governor Johnson has suggested. So, you do have some play:
but I don't think that most members of the Committee would be 
comfortable with averaging the borrowings. I think that can get to be 
quite awkward when there are larger differences. as there may be, than 
the difference between $500 million and $600 million. 

MR. MORRIS. You also have the authority. of course, to call 
a telephone conference meeting to reconsider the borrowing level in 
the event, say, we get extreme weakness in the dollar, which I think 
is a possibility. 

MR. ANGELL. We already have that in the tilt of the 

directive. anyway. That is, you can go firmer, based upon

developments, without calling a Committee--


MR. HELLER. If you start out with a base of $600 million and 
then you have the language with the tilt, it gives you a very
different environment than if you start with a base of $500 million 
and have the tilt in. $500 million with a tilt in it gets you right 
to the range where everybody may well want to be--inthe $520 to $550 
million range, or whatever--while $600 million with a tilt in it would 
get you a lot closer to--
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MR. KELLEY. The t ilt  i s  worth $25 t o  $50 m i l l i o n  d o l l a r s .  

MR. BERNARD. I n  t h e  o p e r a t i o n a l  p a r a g r a p h ,  t h e r e ’ s  a problem 
t h a t  M r .  Cross  and Mr. Truman p o i n t e d  o u t  on t h e  f a c t u a l  p o r t i o n  of 
l i n e s  2 4  t o  2 6 .  The d o l l a r ,  a t  l e a s t  a s  of  an hour  ago.  i n s t e a d  of 
hav ing  r i s e n  f u r t h e r ,  was unchanged. I d o n ’ t  know what t h e  l a t e s t  
f i g u r e  i s ,  so  t h a t  needs  t o  be  changed t o  make it f a c t u a l l y  c o r r e c t .  

MR. HELLER. Roughly unchanged,  

MR. BERNARD. About unchanged. 

MR. CROSS. I t ’ s ,  on b a l a n c e ,  unchanged: it h a s  been up and 
down. 

MR. ANGELL. I t h i n k  t h a t  would be a p p r o p r i a t e .  Change t h a t .  

CHAIRMAN GREENSPAN. I ’ d  l i k e  it r e r e a d  j u s t  t o  be  c e r t a i n .  

MR. BERNARD. “ I n  t h e  imp lemen ta t ion  of  p o l i c y  f o r  t h e  
immediate  f u t u r e ,  t h e  Committee s e e k s  t o  m a i n t a i n  t h e  e x i s t i n g  d e g r e e  
of  p r e s s u r e  on r e s e r v e  p o s i t i o n s .  Somewhat g r e a t e r  r e s e r v e  r e s t r a i n t  
would o r  s l i g h t l y  l e s s e r  r e s e r v e  r e s t r a i n t  might be a c c e p t a b l e  
depending  on i n d i c a t i o n s  o f  i n f l a t i o n a r y  p r e s s u r e s ,  t h e  s t r e n g t h  of 
t h e  b u s i n e s s  e x p a n s i o n ,  developments  i n  f o r e i g n  exchange m a r k e t s ,  and 
t h e  b e h a v i o r  o f  t h e  a g g r e g a t e s .  Th i s  approach  i s  expec ted  t o  be 
c o n s i s t e n t  w i t h  growth i n  M2 and M3 o v e r  t h e  p e r i o d  from June  t o  
September a t  an annua l  r a t e  of  around 5 p e r c e n t .  Growth i n  M 1 ,  w h i l e  
p i c k i n g  up from r e c e n t  l e v e l s ,  i s  expec ted  t o  remain w e l l  below i t s  
pace  d u r i n g  1986.  The Chairman may c a l l  f o r  Committee c o n s u l t a t i o n  i f  
it a p p e a r s  t o  t h e  Manager f o r  Domestic O p e r a t i o n s  t h a t  r e s e r v e  
c o n d i t i o n s  d u r i n g  t h e  p e r i o d  b e f o r e  t h e  n e x t  meet ing  a r e  l i k e l y  t o  be 
a s s o c i a t e d  w i t h  a f e d e r a l  f u n d s  r a t e  c o n s i s t e n t l y  o u t s i d e  a r ange  of  4 
t o  8 p e r c e n t .  

MR. KOHN. Excuse me, Mr. Chairman, I t h o u g h t  I hea rd  t h e  
Committee e x p r e s s  t h e  view t h a t  t h e y  wanted t o  r e t a i n  t he  “ a s  w e l l  a s ”  
i n  f r o n t  o f  t h e  a g g r e g a t e s .  Normand. j u s t  r e a d -

CHAIRMAN GREENSPAN. R i g h t .  

MR. BERNARD. 
Chairman Greenspan
Vice Chairman Cor r igan
Governor Angel1 
P r e s i d e n t  Boehne 
P r e s i d e n t  Boykin 
Governor H e l l e r  
Governor 
P r e s i d e n t  
Governor 
Governor 
P r e s i d e n t  

Johnson 
Keehn 

K e l l e y
Seger  

S t e r n  

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

CHAIRMAN GREENSPAN. As I r e a d  i t .  t h e  n e x t  mee t ing  i s  
September 2 2 .  Thank you f o r  your  p a t i e n c e ,  l a d i e s  and gent lemen.  

END OF MEETING 




